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NATIONAL AFFAIRS , POLICY 


GONGREN RIBAO COMPARES PRC, CAPITALIST STATES 
HK261021 Beijing GONCREN KIBAO in Chinese 6 Mar 87 pp 1-3 


[Article by Cong Liming (0654 0500 2494), Zhang Shushen (1728 2579 4800), 

and Meng Fanhua (1322 4907 5478): "Comparisons with Capitalist Countries 

Must Be Made in a Scientific Way"--passages within slantlines published in 
boldtace« ] 


[Text] Editor's note: As pointed out by the central authorities, 
fundamentally speaking, the struggle against bourgeois liberalization 
means giving party members and the masses education in adhering to the 
four cardinal principles and correctly understanding and implementing the 
line, principles, and policies drawn up since the 3d Plenary Session of 
the llth CPC Central Committee. Only by applying the Marxist stand, 
viewpoint, ant methods to the study of China's national conditions can we 
have a better understanding of these conditions, draw correct conclusions 
from our lateral comparisons with developed capitalist countries, and 
produce positive results. Out of consideration for this purpose, we 
recommend this article to our readers. This article was written by 
Comrade Cong Liming et al after reference to a large amounc of material 
and data. We hope it will be of help to all staff and workers in having 
a correct understanding of China's national conditions and acquiring a 
better comprehension of the line, principles, and policies drawn up since 
the 3d Plenary Session of the llth CPC Central Committee. [end editor's 
note | 


In observing and analyzing problems, people generally use the “method of 
comparison," because the strong and weak points of things, as well as 

their development and amounts, are referred to in comparison with each other. 
The “method of comparison" is simple and lively and helps us form a striking 
contrast. It helps people understand things better. But the “method of 
comparison" should be applied in a scientific way. For example, when 

making a comparison between different countries or regions, we should pay 
particular attention to their comparability and take into account their 
different subjective and objective conditions as well as their different 
development stages. When comparing things, the comparison should be made 
between the comparable aspects and not between their incomparable aspects. 


Only in this way can we draw a correct conclusion. Only by comparing our 
country with developed capitalist countires can we acknowledge the differences 

















and create a feeling of urgency; only by paying attention to the difference 
between historical and national conditions can we avoid feeling self-abased; 
and only by analyzing the superiority and inferiority of different social 
systems can we increase the sense of the superiority of the socialist system. 


What aspects should we pay attention to when making comparisons bc tween 
different countries and regions in a scientific way? The following three 
points should be taken into account. 


First, when making a comparison, we should not deviate from history. We 
should have a basic understanding of the histories of the two sides, and 

of their modern histories in particular. For example, when did their 
modernization start? On what basis did it start? How long did it take? 
What major social changes have taken place in the course of their 
modernization? What are the factors favorable and unfavorable to their 
construction? Second, when making a comparison, we should not deviate 

from the national conditions of the two sides. National conditicns refer 

to the development of the productive forces, the accumulation of material 
wealth, the size of the country, the size of the population, and the per 
capita possession of resources. Third, when making a comparison, we should 
not deviate from the social systems of the two sides. We should acknowledge 
the difference between their economic conditions but at the same tim 

should not be bewildered by the difference. We should make a comparison 
between the superiority and ‘inferiority of the two different social systems, 
So long as we pay attention to the above points, we will be able to 

exclude incomparable factors and make our comparison more scientific, 

more objective and more fair. 


I. When Making a Comparison with the Economic Situation in Developed 
Capitalist Countries, We Should Take into Account the Different Points 
of Departure and Different National Conditions 


In the course of opening up to the world, people in China have gained more 
knowledge of foreign countries than in the past. By comparing developed 
capitalist countries with ours, they see the gap and therefore feel the 
urgency of carrying out the four modernizations. But there is another 
situation that is contrary to this. Some are pessimistic and self-abased 
and even worship everything foreign. They doubt the superiority of the 
socialist system. What is the cause of all this? Apart from being 
influenced by the trend of bourgeois liberalization, these comrades do not 
use the scientific method when making a comparison with developed capitalist 
countries. Therefore, their conclusions are wrong. 


There is really a big gap between our economic development and that of 
developed capitalist countries, and we are lagging far behind them in 

many other fields. But this backwardness is not the fault of the socialist 
system but results from the feudal system that lasted several thousand 

years, the semifeudal and semicolonial system that lasted over 100 years, 

and the dark, reactionary rule of the KMT that lasted several decades. 

Apart from ail this, the brutal aggression and plunder by developed capitalist 














countries also constituted an important factor causing China's poverty 
and backwardness. Therefore, when making a comparison with developed 
capitalist countries, we should consider the following two points. 


One is the difference in the point of departure. Lasting over 2,000 years, 
China's feudal society did not end until the 19th century. After the 
Opium War in 1840, China entered a semifeudal and semicolonial society, 
which lasted over 100 years. The aggression and plunder by imperialists, 
as well as the oppression by the comprador and feudal landlord classes 
brought about long-term stagnation in China's economy. During the war cf 
resistance against Japanese aggression, China's industrial output value 
accounted for only about 10 percent of the GNP. Most of the industrial 
output value was created by the investments of imperialist countries. 
National industry was very weak. The production of the small-peasant 

and handicraft economies accounted for 90 percent of the GNP. It was 
impossible to realize the industrialization of the national economy, to 
say nothing of carrying out modernization. 


When we were still sleeping in the cottage of the feudal, small-peasant 
economy and struggling amid the smoke of gunpowder, the Western world 

was already starting its bourgeois revolution and industrial revolut on. 
As early as between the 14th and 15th centures, capitalist relations of 
production were beginning to arise in Britain. In the 1760's, Britain's 
main industrial sectors were beginning to shift from handicraft production 
to mechanized production, thus ushering in the period of industrial 
revolution. The use of water-driven spinning machines and steam engines 
brought about not only an industrial revolution, but also a revolution 

in the entire mode of production. The division of labor, the use of water 
power, of steam power in particular, and the introduction of machines 
became the "three great levers that shook the basis of the old world" 

and enabled Britain to become the “factory of the world." Britain realized 
industrialization by the end of the 1830's, Germany and France in the 
1870's, and the United States by the end of the last century. The last 
was Japan, which initially built its independent industrial system at 
the beginning of this century. When some Chinese intellectuals were 
beginning to awake and wanted to emulate the Western example of taking 
the road of capitalist industrialization, capitalist countries that had 
entered the imperialist stage started plundering our country, thus bringing 
to an end the dream of these "people of insight" end blocking China's path 
to capitalist industrialization. China was plunged into a poor and dark 
semifeudal and semicolonial society whose productive forces were lagging 
over 100 years behind those of developed capitalist countries. This is the 
"foundation" left over by old China. The point of departure for our 
industrialization was very low. When new China was just founded, the 
country's steel output was only 158,000 tons, whereas Britain achieved 
this target in 1860, 89 years earlier than China. Britain was 139 years 
earlier than China in achieving the output of pig iron China had reached 
after the founding of the PRC, 109 years earlier in achieving tue output 
of coal, and 36 years earlier in achieving the output of electric power. 











From the following two tables we can clearly see the differences between 
the per capita national revenues and degrees of industrialization of China 
and developed capitalist countries. 


Per Capita National Revenues in 1950. Unit: U.S. Dollars 








Country: China United states FRG Britain France 
Per capita revenue 28 1,746 437 687 621 
Number of times 
greater than China's 62 16 25 22 





Percentage Composition of Gross Industrial and Agricultural 
Output Value in 1950: 











Country: China United States FRG Britain France 
Agriculture: 66.8 17 18.5 12.2 26.3 
Industry: 33.2 83 81.5 87.8 73.7 





From the above tables we can see that in the early days after the founding 
of the PRC, China's level of industrialization was very low and its 
agriculture was even more backwaru. Between the end of last century and 
the beginning of this century, Western develcped capitalist countries began 
to realize semimechanization in their agricultural production. By 1940, 
mechanization in plowing, sowing, harvesting, and threshing was realized 
on large farms in she northern and western parts of the United States. 

But in the early days after the founding of the PRC, there was hardly any 
agricultural industrialization in China. Human and animal power was 
popularly used throughout the country, and remote regions still remained 
at the primitive stage of slash-and-burn cultivation. 


Apart from having a poor foundation to start with, China was late in 
starting its modernization. It has been over 200 years since Britain's 
industrial revolution took place in the 1860's. America scavted its 
industrial revolution during the Anglo-American War in the early 19th 
century, over 150 years ago. The last was that of Japan, but it hts a 
history of 100-odd years, starting with the Meiji R«storation, whereas in 
the first 3 years after its liberation in 1949, China concentrated its 
efforts on annihilating the remnant forces and bandits of the KMT 
reactionaries and on launching the movement "against the three evils" and, 
subsequently, the movement "against the five evils."" The recovery of the 
national economy, which was seriously destroyed in old China, and 
industrialization started with the First 5-Year Plan in 1953. It has 

been some 30 years since. Deducting the 10 years of internal disorder, we 
have in fact engaged in construction for only some 20 years. During that 











period of some 30 years, we undertook the heavy burden of resisting 

U.S. aggression and aiding Korea, endured the long-term blockade by 
imperialists, and suffered the losses resulting from the perfidy of a 
superpower. We traversed a tortuous path. Since the 3d Plenary Session 
of the lith CPC Central Committee, we have spent only 8 years on reforms 
and opening up to the world. A period of 30, 20, or 8 years is short in 
comparison with the history of industrialization in Britain, the United 
States, or Japan. It is impossible to complete within a short time a 
process that took other countries 1 to 2 centuries to complete, nor is 
it possible to turn a very voor country into a developed one overnight. 


The other point is the difference in national conditions. What are our 
national conditions? One is that the country has a poor foundation to 

start with and another is that it has a large population to feed but a 

small area of land for cultivation. When making a comparison with countries 
like the United States and Britain, the following point should also be 

taken into account, that is, we have hardly had a stable environment for 
construction over the last 100 years. Successive wars, plunder, and 
oppression caused China to lose time and national strength. This is also 

a point not to be overlooked. 


China claims to have a population of 1 billion. In fact, its population 
was already over 1 billion in 1981, It has a large population but limited 
area of cultivated land, with a per capita figure of 1.5 mu, much lower 

than the world figure of 5.5 mu. Among developed capitalist couutries, 

the populations of Britain, France, and the FRG number only about 50 million 
each, one-twentieth that of China. Japan has a population of a little 

over 100 million. Although the U.S. population exceeds 200 million, the 
land under cultivation is as much as 3.1 billion mu, with a per capita 
figure for cultivated land of 15 mu, apart from a per capita figure of 

15 mu of ranch land. No country in the world except China has a population 
of 1 billion with a per capita figure for cultivated land of only 1.5 m. 
Within a short period after the foundin, of the PRC, we used an area of 
farmland ~hat accounts for only 7 percent of the world's total to resolve 
the problem of good for a population that accounts for 22 percent of the 
world's total. This astonished many developed countries. A large population 
with a limited area of cultivated land has brought about great difficulties 
in our construction. Therefore, when making a comparison with developed 
capitalist countries, this point should not be overlooked. 


After 1840, a series of wars broke out in China, such as the two Opium Wars, 
the Sino-French War, the Sino-Japanese War, the aggression by the Eight-Power 
Allied Forces, and the Japanese-Russian War, all being wars aimed at carving 
up China. Subsequently there occurred the wars between imperialist-supported 
warlords, three revolutionary civil wars, and the war to resist U.S. 
aggression and aid Korea. During half a century, only about 30 years were 
devoted to construction. These wars exhausted China's already weak national 
strength and allowed imperialist states to rob China of its economic rights 
and interests and to control its financial lifeblood, as well as seriously 

















affecting its economic construction. Many treaties, such as the Nanjing 
Treaty, the Beijing Treaty, the Shimonoseki Treaty, and the 1901 Treaty, 
brought about serious losses to China. The clause on compensation in the 
1901 Treaty alone caused an outflow of 1 billion taels of silver from 
China to the pockets of some developed capitalist countries, 


The situation in developed capitalist countries was entirely different, 
particularly in the United States. For over 100 years after the 1861-1865 
Civil War, the United States basically was able to engage in peaceful 
construction, as there were no large-scale wars on American soil during 
this period. In addition, it extorted large amounts of wealth from 
foreign countries by carrying out expansion, occupying foreizn markets, 
and seizing privileges. First, it plundered the Indians of their wealth 
and then, in the 19th century, began to carry out aggression against 
islands in the western Indian Ocean, the Philippines, the Far East, and 
the Central American region. Subsequently, it sought agents in its 
colonies to carry out economic infiltration and plunder. Stalin said: 
"After the Civil War, the United States, which is the most powerful 
country in the capitalist world, had to devote 30 to 40 years of effort to 
the construction of its industry, by relying on long-term foreign loans 
and plundering its neighboring countries and islands of their wealth." 


When making a comparison with developed capitalist countries, the two 
different social systems should be taken into account. The essence of 
capitalism is the gratuitous possession by capitalists of the surpius 
value of wage laborers. This is exploitation and plunder. The capitalist 
political system serves such exploitation and piunder. This essence will 
not change so long as t*> capitalist system remains unchanged, no matter 
how the capitalist economy develops. “apitalist countries, be they 
developed or not, were, are, and will always be characterized by these two 
points: The polarization of the poor and the rich and large-scale unemployment. 





In 1914, Lenin pointed out in an article entitled "4,000 Rouvles a Year 

and the 6-Hour Work System": The United States “is very rich now and 

could immediately double its wealth and social labor productivity so 

as to ensure that every worker's family can obtain the decent income every 
rational person is entitled o and so as to introduce a not-too-long work 
system--6 hours work a day. But due to the capitalist system, what we 

see is this: On the one hand, there is terrible unemployment and poverty 

in large cities and the rural areas in the United States, and the people 

are plundered of the fruits of their labor; on the other hand, billionaires, 
that is, rich people in possession of billiow dollars' worth of property, 
are living an unprecedentedly luxurious life." When Lenin was writing 

this article, U.S. wealth was not so concentrated as it is today. At that 
time, the rich possessed 60 percent of the country's wealth, although they 
accounted for only 2 percent of the country's population. After the war, 
this concentration intensifted following the accumulation of monopoly capital. 
Nowadays, large companies with assets of $100 million possess three-fourths 
of the country's assets, although they account for only 0.1 to 0.2 percent 
of the total number of companies in the United States. One more point: The 














unemployment rate among workers in the main capitalist countries generally 
exceeds the rate of increase of their CNP's. This can be easily seen from 
the following table. 





Annual Growth Rates for Main Economic Targets 
of Four Western Nations from 1982 to 1984 














Actual GNP Unemployment Rate 
(Percentage) (Percentage) 
1982 1983 1984 1982 1983 1984 
United St-tes -2.] 6.8 9.7 9.6 7.5 
FRG -1.0 1.3 2.5 ae 7.3 7.4 
France 1.6 0.5 1.8 8.7 8.8 9 6 
Britain yo y 2.0 12.0 13.1] 13.5 





In contrast to capitalist countries, our young socialist motherland is 
full of vitality. The public ownership syster. has been established and 
cooperation between laborers created on the basis of the elimination of 
the exploiting system and exploiting classes. Politically speaking, the 
people have become masters of their own affairs. The establishment of 
the socialist system has brought abovi unparalleled emancipation of the 
social productive forces and enabled us to develop the productive forces 
faster than capitalist countries and to carry out modernization. It is 
precisely because of this superiority that the country has extricated its 
economy from the extremely backward situati~.i left over by old China, thereby 
narrowing the gap between China and the capitalist cvuntries. China's 
output of grain, cotton, and raw coal now ranks first in the world, and 
some scientific and technological projects have exceeded world levels. 


Our industrialization rate is much faster than that of developed capitalist 
countries. Take as an example the output of steel, which occupies an 
important position in the national economy. China spent 20-odd years on 
increasing its steel output from 158,000 tons in 1949 to 20 million tons, 
whereaw it took Britain and France 100 years, and Japan about 40 to 50 years, 
to achieve the same margin of growth. Viewed from the angle of the degree 
of industrialization, China had already laid the foundation for socialist 
industrialization in 1957, and the proportion of industry in the GNP already 
exceeded that of agriculture in the same year. During the 20-odd succeeding 
years, China was able to form an independent and comparatively complete 
national economic system, despite heavy losses and setbacks. Its average 
annual industrial growth rate exceecs that of many developed capitalist 
countries by 100 percent. These achievements indicate that the socialist 
system is much superior to the capitalist system. 











II. Although Economic Development in South Korea and Taiwan Is Fast, 
It Is One-Sided Development Under Special Conditions and Hus Fatal 
Shortcomings 


Since the 1960's, some smal! countries and regions in Asia which are under 
the capitalist system and which originally had a similar economic base 

to China's have witnessed narked development and have thus become "newly 
emerging industrialized" countries and regions. Take South Korea and 
China's Taiwan Province as examples. The former's GNP was $86.3 billion 
(in 1986) and the latter's was $55.63 billion (in 1985), each having a 

per capita GNP of over {2,000. Therefore, some people say that the 
socialist system is inferior to the capitalist system and that if China 
had taken the capitalist road, its economy would have been much more 
prosperous. Obviously, this conclusion is wrong. Seeing only the 
superficial aspects of things, these comrades lack an adequate understanding 
of the special conditions and fatal shortcomings of countries and regions 
like South Korea and Taiwan. 


There are quite a number of incomparable factors regarding our country 
and South Korea and Taiwan. They have their own special conditions, which 
are mainly as follows: 


The first point is that they have been able to develop their economies 
rapidly as a result of relying on large amounts of foreign aid for 
political reasons. After World War II, China and the DPRK broke through 
the eastern frontline of imperialist countries and won victories in their 
socialist revolutions, thereby shaling the U.S. imperialist dominance in 
Asia. Under this special historical condition, as U.S. “anticommunist 
outposts" in the east, South Korea and Taiwan had a particularly important 
bearing on the U.S. "global strategy." Therefore the United States propped 
them up, while the bureaucrat capitalises of South Korea and Taiwar 
urgently required U.S. and Japanese aid to maintain their shaky positions 
and to change their economies, which were riddled with gaping wounds. From 
1959 to 1981, South Korea obtained foreign aid and funds totaling $28.4 
billion. By 1984, the economic aid, loans, and direct investments Taiwan 
had obtained amounted to $14 billion. South Korea now has a population of 
40 million, and Taiwan 19 million. Calculated on these figures, South 
Korea's per capita possession of foreign capital is $700, and Taiwan's is 
$736. For a small country and small region like South Korea and Taiwan, 
these figures are astonishing. The inflow of foreign funds has played an 
important role in "transfusing blood" for the economies of South Korea 

and Taiwan and has provided favorable conditions for their industrialization. 
But if these foreign funds were injected into the mainland, the case would 
entirely be different. If the $28.4 billion received by South Korea and 
the $14 billion obtained by Taiwan were provided to the 1 billion people 

on the mainland, each person would have only $28.4 or $14 on average. This 
would be as useless as trying to put out a burning cartload of faggots 
with a cup of water. 











The second point is that the "remaining soup" provided by developed 
capitalist countries may possibly bring about a marked increase in 

their per capita revenues within a short time, as they have small 
populations. For political and military reasons, South Korea and Taiwan 
receive aid from developed capitalist countries, including the United 
States. On the other hand, their cheap labor has found favor in the eyes 
of foreign monopoly capitalists. To extort high profits from South Korea 
and Taiwan, foreign monopoly capitalists try by every possible means to 
turn them into their "processing factories" and provide favorable 
conditions for the export of their cheap products. By exporting their 
cheap products, South Korean and Taiwan capitalists share some surplus 
value with foreign monopoly capitalists, and the workers of this country 
and region also enjoy certain benefits. Therefore, South Korea and Taiwan 
have based their national economies on foreign trade. South Korea regards 
foreign trade as a "trump card" in expanding reproduction, takes “building 
the country by relying on foreign trade" as the general line for its 
economic construction, and adheres to the slogan of “giving priority to 
exports.” People in economic circles in South Korea are of the opinion 
that foreign trade serves as a "primer" and a "locomotive" in invigorating 
the economy of the region. Its exports amounted to only $50 million in 
1962, but had already topped $10 billion in 1977. 


The United States has always kept its door open to South Korean 

commodities. South Korean exports to the United States account for over 
one-third of its total exports. To make full use of this "processing 
region,” generally speaking Japan does not impose restrictions on commodities 
imported from South Korea. South Korean industrial products made from raw 
materials, parts, or components from Japan and products processed or 
assembled by Japanese manufacturers in South Korea's "free trade zones" 

are exported to the United States with South Korean trademarks under 
preferential tariffs. South Korea has "profited" much from this. 

"Building the country by relying on foreign trade" has stimulated South 
Korea's economy. Its GNP registered an average annual increase of 10 percent 
during the 16 years from 1962 to 1978. In addition, South Korea's economy 
became more reliant on exports. Its export rate was 26.5 percent in 1966 

and rose to 85.2 percent in 1977. 


Similarly to South Korea, Taiwan has also based its economy on foreign 
trade. It makes full use of its cheap labor to engage in large-scale 
processing industries for export. This has stimulated its economy and 
helped promote rapid economic growth since the mid-1960's. In the meantime, 
Taiwan has become more reliant on foreign countries. 


Foreign trade is indispensable to developing the economy of a country. The 
same is the case with China. In carrying out modernization, it also needs 
to develop foreign trade. But for a large developing country like ours, 

it is impossible to maintain the national economy by relying on foreign 
trade, and it is all the more impossible to improve the material and 
cultural life of the 1 billion people by a large margin within a short 

time merely by relying on foreign trade. This is easy to understand. 








While analyzing the reasons for the rapid economic development in South 
Korea and Taiwan, we should also be aware of their fatal shortcomings. 
They are very poor at developing their economies independently. Their 
economies are capitalist economies with one-sided development controlled 
by Western transnational corporations. The common characteristics of 
their economies are as follows: 


1. /They rely very much on foreign monopoly capital and the world 
capitalist market./ The South Korean and Taiwan economies rely very much 
on foreign monopoly capital and the world capitalist market in terms of 
capital, technology, equipment, raw materials, and products. This serious 
reliance on foreign countries has become the "amulet" for their existence 
and is also an incurable disease. Take South Korea as an example, U.S. 
and Japanese capital accounts for 30 to 50 percent of the capital of many 
important enterprises in South Korea. The import of raw materials, the 
refining of oil, and the production of chemical fertilizers, electric 
power, and military products are controlled by U.S. capital. U.S. and 
Japanese loans and capital long accounted for about 45 percent of the 
total investment in South Korean enterprises. Although there has been 

a drop in the percentage in recent years, they still accounted for over 
30 percent in 1981. South Korea has for a long time lived on foreign 
debts. Its total foreign debis amounted to $40.2 billion by the end of 
1983, and its repayment with interest is registered at $6 billion. It 
has no alternative but to borrow money to repay the old debts, thus 
rendering itself laden with debts and giving rise to a vicious circle. 
These huge loans have, undoubtedly, imposed a heavy burden on the working 
people. The South Korean authorities have again and again relaxed their 
policies toward foreign-capitalized enterprises because they cannot live 
without foreign capital. They announced new regulations in July 1984 
stipulating that 670 .f the 1,048 trades and undertakings were open to 
foreign countries and that the restrictions on the shares and dividends 
of foreign-capitalized enterprises were abolished. 


Taiwan receives large amounts of foreign aid, loans, and direct investments 
by overseas Chinese. It allows foreign-capitalized enterprises to 

undertake the production of one-fourth of its export commodities, thus 
binding its economic activities to foreign governments and banks. Important 
"state-run" enterprises, such as the "China Steel Company," the "China 
Petroleum Company," and the "Taiwan Electric Power Company," are operated 

on foreign loans, and their foreign debts account for over half of Taiwan's 
total foreign debts. Foreign capital tightly controls Taiwan's economy 
insofar as raw materials, production processes, sales markets, foreign 
trade, and foreign technology and equipment are concerned. For this 
purpose, foreign capitalists try by every possible means to control 

Taiwan's imports of raw materials, parts, and components. They have also 
turned tens of thousands of Taiwan enterprises into their satellite factories, 
assembling or producing parts and components. In fact, most of the 12,000 
electronic and electrical manufacturing enterprises have become processing 
workshops of foreign enterprises. About 80 percent of Taiwan's imports 

and exports proceed with the help of foreign ships, thereby allowing them 

to control the larger part of Taiwan's foreign trade. 
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In short, the South Korean and Taiwan economies have developed under the 
influence of foreign monopoly capital and are tightly controlled by it. 
Changes in the world cupitalist economy and international economic relations 
produce a direct impact on their economic activities. For example, as 

a result of the first world oil crisis, Taiwan's economy fell drastically. 
Its economic growth rate dropped from 11.9 percent in 1973 to 0.6 percent 

in 1974. Not long after, it was hit once again by the second world oil 
crisis, and its economic growth rate continued dropping after 1979. It 

was 3.8 percent in 1982 and its exports registered a negative growth of 

2.37 percent in comparison with 1981. Following the recovery of the 

world economy, and of the U.S. economy in particular, an upward trend began 
to emerge in Taiwan's economy. Its economic growth rate rose to 10.9 
percent in 1984, thus enabling Taiwan's economy to climb up from the bottom 
of the second world economic depression. But, affected by the U.S. economic 
depression in 1985, its economic growth rate dropped to 4.7 percent. 


2. /Their economic structures are one-sided./ The South Korean economy is 
an "“export-led economy" which is characterized by reliance on foreign 
countries in terms of supply, production, and marketing. Foreign trade 
accounts for over two-thirds of its GNP. To ensure the implementation of 
its principle of "giving priority to exports," South Korea imports fuel 
and raw materiais at high prices. Tunis has brought about inflation and 
supply shortages in the country. Even people's daily necessities have to 
be imported. This, in turn, has aggravated inflation and price rises. To 
control inflation and price rises and "stabilize the people's livelihood," 
the authorities cannot but apply the "policy of superdeflation," which 
causes a number of pro!lems, such as stagnation in capital circulation, 
falling production, and reduction in exports. The ratio between its 
industrial and agricultural production is out of balance. Its agriculture 
remains at the level of a feudal and small-peasant economy, and its 
operational methods are backward. The self-sufficiency rate in grain 
dropped from 90 percent in the early 1960's to 66.3 percent in 1977. 
Instead of rising, its agricultural production fell by 4 percent in 1978. 
It has to import 5 million tons of grain every year. 


Taiwan's economy does not look optimistic either. These are its prominent 
problems: The first problem is the imbalance between industry and 
agriculture. Its agriculture has for long been stagnant and the imbalance 
between its industry and agriculture is becoming more serious as a result 
of laying undue stress on industry to the neglect of agriculture. The 
policy of sacrificing agriculture has brought about a deep crisis in 
Taiwan's economy. In the 1980's, consecutive annual negative increases 
have been witnessed in its agricultural production, and the proportion of 
its agriculture in its GNP has aropped below 7 percent. The peasants’ 
incomes have fallen and they lack the necessary capital and technology. 
There is a serious outflow cf labor from the rural areas. As a result, 
the rural labor force is aging and is more and more composed of females. 
The second problem is that the basis of heavy industry remains weak, despite 
rapid heavy industrial development. As it relies too much on foreign 


ll 








countries, it has to import most of the energy and raw materials it needs. 
Therefore, its technology, capital, and foreign trade are constantly 
affected by the changeable situation in the international market. The 
third problem is that its economic mechanisms do not work. The economic 
"take-off" and rapid growth of Taiwan in the 1960's were due to the 
development of the processing industry. This small-scale processing 
industry cannot cope with the development of world industry, which is 
becoming technology-intensive and capital-intensive. Therefore its industrial 
growth rate has fallen by a large margin. Moreover, because government-run 
enterprises are not properly managed, these enterprises are heavily laden 
with debts or have incurred big losses. At the beginning of the 1980's, 
the rising rate of prices reached double figures. In the second half 

of 1981, the 15 "state-run undertakings" under the Ministry of Economy 
incurred losses totaling over 4 billion new Taiwan dollars, a 150 percent 
increase over the same period in 1980. 


3. /There is a wide gap between the rich and the poor, and the working 
people are oppressed./ An important factor not to be overlooked in the 
rapid development of the South Korean and Taiwan economies is the cruel 
oppression of the working people by foreign capitalists and compradors that 
is concealed behind the economic "prosperity" of South Korea and Taiwan. 
Superficially, the per capita GNP and wages of the neonle of this country 
and this region are high, but the actual standard of living of the working 
people is very low because the larger part of the social wealth they 
create is taken away by capitalists. A report in Taiwan's CHUNGHUA 
[CHINESE NATION] magazine said that with an investment of less than 

$200 million in Taiwan during the 20 years from 1956 to 1975, Japan was 
able to net a huge profit totaling $6.1 billion. In 1980 alone, foreign 
enterprises in Taiwan netted an income of $2 billion of foreign exchange, 
much more than the amount of direct investments made by foreigners in 

the same year. The huge amounts of profit obtained by these foreign 
capitalized enterprises is, undoubtedly, the surplus value created by 

the working people through their hard work. The cruel oppression of 

child laborers by capitalists is also very serious, and it is even more so 
inthe agriculture and manufacturing industry. As a result of the constant 
outflow of labor from the rural to the urban areas, young laborers have to 
replace those who have left the rural areas. In particular, young female 
laborers keep swarming into foreign-capitalized enterprises and joint 
ventures. Statistics in 1966 revealed that child laborers under 15 totaled 
160,000. ‘The wages of these child laborers are one-half or one-third 
those of adult laborers. 


There is also a wide gap between the rich and the poor in South Korea. The 
20-odd large comprador enterprises, comprising only 4.4 percent of the 
country's total, have an output value accounting for 73.3 percent of the 
total output value of all the enterprises in the country. As reported, the 
annual income of the chairman of the "Modern" Financial Group in 1978 was 
$53.71 million. Deducting income tax, his net income was $16.32 million. 
Other high-ranking military and government officials in South Korea 

are also "very wealthy." 
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their national industries, caused the bankruptcy of many enterprises, 


The oppression by foreign monopoly capitalists and compradors has ruined 


and brought about large-scale unemployment. Unemployed workers in Taiwan 


numbered about 300,000 in 1982, and with the semiemployed, the figure 
came to over 1.2 million. In 1981, South Korea registered 661,000 
unemployed workers in various fields, including agriculture, forestry, 
marine production, mining, service trades, and construction. 


From the above analysis we know that the economies of South Korea and 
Taiwan have developed under special historical conditions. Although 





their economies have developed rapidly, they are not stable because they 


rely on foreign capital and the world capitalist market, whereas our 


country has formed an independent national economic system. The reforms, 


opening up the world, and invigoration of the domestic economy carried 


out since the 3d plenary session have further emancipated the productive 
forces and brought about a sustained and steady increase in the economy, 


as well as continuous improvement in the people's standard of living. 
capitalist country or region can compare its development with this. 
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NATIONAL AFFAIRS, POLICY 


PAPER ON TRANSFER OF DECISIONMAKING POWERS 
HK271003 Reijing GONGREN RIBAO in Chinese 13 Mar 87 p 3 
[Article by Yun Mengtao (0061 1125 3447): "Devolution is a Process"] 


[Text] As seen from the practice of enterprise reform over the past few 
years, implementing the manager responsibility system and giving more 
deicsionmaking powers to enterprises has vitalized the enterprises. In 
deepening enterprise reform this year, we must continuously and resolutely 
devolve power. Meanwhile, we must also have a clear understanding of 
devolution. 


Some people hold that the more quickly and thoroughly powers are devolved 
to enterprises, the better. This is in fact incorrect. In China, 
enterprises owned by the whole people have all along been under the unified 
and concentrated management of the state; and labor arrangements, financial, 
material, production, supply, and marketing matters of the enterprises were 
all handled by the state. Many matters in enterprises had to be handled 

by various administrative organs at all levels. However, the administrative 
organs lacked a strict administration law from the high to low levels and 
the individual responsibility system. So they had no rules to follow in 
handling matters, whether big or small, and had to shift responsibility to 
and wrangle with each other. The inefficient administration was not 
beneficial to the development of the national economy. Due to the failure 
to separate the functions of government and enterprises, industry, 
communications, transport, commerce, and the building industry have become 
appendics to administrative organs. On the one hand, enterprises had no 
decisionmaking powers in production, business operation, and management, 

on the other hand, they had to take care of some matters that should have 
been handled by government organs or other trades, such as nurseries, 
kindergartens, schools for workers' children, and retired workers’ 

welfare. Various undesirable restrictions have tied up enterprises and 
various unreasonable burdens have weighed them down. So the enterprises 
lacked the ability, vitality, and motive force for self-transformation 

and self-development, Therefore, one of the purposes of economic reform 

is to make our enterprises move toward the pattern of the planned socialist 
commodity economy that has vitality and can conscientiously apply economic 
laws, so that China's economy can develop in the direction of macroeconomic 
balance, microeconomic invigoration, internal vitality, and external 
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competitiveness. However, due to various complicated subjective and 
objective factors, in the process of devolving powers, the phenomenon 
of “letting sheep go" has appeared in some areas. Some administrative 
organs have had a 180-de7ree turn and paid no attention to enterprises, 
thus resulting in some unhealthy factors in enterprise reform. 


When giving more deicisionmaking powers to enterprises in business 
operation, we mean that government should mainly and largely exercise 
their function of administrative management, and should not replace 
enterprises in organizing concrete production, distribution, goods supply, 
and sales and marketing of their products. Streamlining administration 
and devolving power must genuinely devolve the decisionmaking power of 
production and operation to grass roots economic units that engage in 
business operation and keep separate accounts. To give more decisionmaking 
powers to enterprises in production and operation, we must first relax 
control over annual plans and let enterprises arrange production and 
business operation on their own; we must empower enterprises to select and 
purchase raw materials, partly-finished goods, spare parts, and auxiliary 
equipment; we must give power to large state-run enterprises in directly 
developing foreign trade; we must gradually increase the proportion of the 
products that enterprises can market by themselves, and the products in 
excess of plan and the products beyond plan should all be marketed by 
enterprises themselves; we must empower enterprises to set the prices of 
some products; we must give more power to enterprises in using their own 
funds, etc. However, all these powers cannot be devolved to enterprises 
overnight. There must be a process. Some powers must be devolved first, 
some later. We must give enterprises some time to assimilate the devolved 
powers. Only by devolving powers this way is it possible to enliven the 
economy. Devolving all powers indiscriminately and then washing one's 
hands of the matter is wrong. Meanwhile, enterprises also need to undergo 
a process to adapt themselves to the market economy. If the responsible 
departments at higher levels refuse to have anything to do with the matter, 
then some enterprises with weak foundations will inevitably find it 
difficult to control themselves. In the process of giving more 
decisionmaking powers to enterprises, we must pay attention to ensuring 
that enterprises properly use these decisionmaking powers, to avoid big 
trouble. Where there is no guarantee for properly using the devolved 
powers, we should not devolve all powers, but should gradually devolve 

the powers when conditions are ripe. Devolution itself is not the aim of 
reform, but a means whereby enterprises can better improve their economic 
results. If this target cannot be attained, then devolution is meaningless. 
At present, the most urgent task is to upgrade enterprises’ ability in 
self-control and perfect all supervisory measures on enterprises in using 
powers, so as to ensure that the enterprises can properly use their powers 
and business operation of the enterprises can develop healthily along the 
road of socialism. 


When we say devolving powers to enterprises is a process, this absolutely does 
not mean that powers should not be devolved. We must understand that only by 
devolving powers to enterprises, can enterprises have vitality. What we stress 
is that powers must be devolved on the basis of a feasibility study and in a 
bold but careful way. 
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NATIONAL AFFAIRS, POLICY 


GUANGMING RIBAO ON OWNERSHIP SYSTEM REFORM 
HK060920 Beijing GUANGMING RIBAO in Chinese 21 Maz 87 p 3 


[Article by Chen Caihong (7115 1752 5725): "Several Questions Concerning 
State Ownership"] 


[Text] The reform of state ownership is a difficult point of economic 
structural reform in China. Over the last few years, people in economic 
circles have made a great deal of significant explorations on the reform 
of enterprises under the state ownership system. But in the course of 
seeking a new form of ownership, they are inclined to find fault with 
state ownership and have not made a profound study of the regulations 
provided by state ownership. In my opinion, restudying major theoretical 
questions concerning state ownership has practical significance and can 
provide us with more information and liens of thought for ownership 
system reform in China. 


To know about the regulations provided by state ownership, it is necessary 
to have an understanding of the accurate meaning of state. In my opinion, 
it may be more accurate if we interpret state as the concentrated 
representative of certain interests and will. The word "certain" refers 

to special regulations restricted with certain spheres or to certain 
extents by historical conditions. The state does not possess any interest 
or will that is independent of the interests or will determined by history; 
it has always existed as the representative of certain interests and 

will. History has proved that all states are markedly characterized by 
this point. Since the state does not possess independent interests or will, 
there is no such a thing as the independent ownership right of assets. The 
so-called state ownership of assets means that the state own assets as the 
representative of certain social groups. 


According to our understanding of state ownership, if the purpose of 
ownership system reform is to reduce the number of enterprises and assets 
under state ownership, this will be weakening the function of the state 
as the representative of enterprises or assets under the ownership system 
by the whole people and allowing other bodies to replace the state in 
possessing these enterprises and assets. Can other bodies undertake the 
task of such a representative? 
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It will not do for individual laborers to exercise the ownership right of 
assets on behalf of the entire people. It is impossible for individual 
laborers to possess assets on behalf of the entire people. Distributing 
assets to each laborer would be individualizing the assets of the entire 
people. This would run counter to the ownership system by the whole 
people. The assets owned by the entire laborers should be allocated by 
the representative appointed by the entire people; these assets cannot 

be distributed to each laborer. 


Can enterprises or enterprise groups own the assets of the entire people 
on behalf of the entire people? The answer is negative. No matter how 
large the scale of these enterprises or enterprise groups may be, they are 
still economic organizations representing their own economic interests. 
Allowing them to exercise the ownership right of assets on behalf of the 
entire people will certainly cause a bias of interests in their operation. 
This will contradict the essence of the ownership of assets by the whole 
people. 


With an explicit theoretical understanding of the inherent meaning of state 
ownership, we will be able to have a clear aim in the reform of the state 
ownership system. So far as our socialist country is concerned, the state's 
function of exercising the ownership right of assets on behalf of the entire 
people should not be weakened; it should be strengthened with the development 
of social production. 


It has been made clear in China's economic structural reform that grass-roots 
level economic organizations have independent economic interests, are 
independent commodity producers and dealers, and manage and operate the 
assets of the entire people. Therefore, the orientation of the reform of 
State ownership should be the combination of the interests of the entire 
people with the interests of grass-roots level economic organizations and 
individual laborers as well as the combination of the operation of the 

assets under the ownership by the whole people with the operation of the 
assets under enterprise or individual ownership. 


This line of thought on reform is different from the method of abolishing 
state ownership by introducing the shareholding system. It retains the 
position of the state in owning assets on behalf of the entire people 
and prevents enterprise groups or individuals from possessing the assets 
under the ownership by the whole people. This line of thought is also 
different from the method of merely separating ownership from operational 
rights. The method of merely separating ownership from operational rights 
proceeds only from operation and operational interests and does not take 
account of the ownership of new assets. This method can play its role for 
a period of time. But the separation of the net income of the state, the 
enterprise, and the individual will certainly give rise to the question 
of how to use these three types of net income and will bring about a 
situation in which the assets under the ownership by the whole people 
coexist with the assets under enterprise or individual ownership. Thus the 
general reform of operation and operational interests will certainly develop 
into a reform of the combination methods of assets. On this point, the 
program on the reform of state ownership is also the development of the 
program on the reform of operation and operational interests. 
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NATIONAL AFFAIRS, POLICY 


GOVERNMENT TO INTRODUCE VARIOUS FORMS OF RESPONSIBILITY SYSTEM 
OW280406 Beijing XINHUA in English 0249 GMT 28 Mar 87 


[Text] Beijing, March 28 (XINHUA)--China will introduce various forms of the 
initiative-based managerial responsibility system in industrial enterprises 
featuring full managerial authority this year, a senior official said here 
today. 


Lu Bing, a bureau director in the State Economic Commission, China's highest 
economic coordination department, described this new government move as a 
"vital measure" to further invigorate industrial enterprises, particularly 
major ones. 


In his government work report to the ongoing annual session of the National 
People's Congress, China's legislative body, Premier Zhao Ziyang pointed out 
that the reform of enterprises this year will focus on instituting various 
forms of the managerial responsibility system and the separation of ownership 
of enterprises from their managerial authority. 


“Our aim is to make the enterprises relatively independent economic entities 
which have full authority for management and full responsibility for profits 
and losses," Zhao noted. 


Experiments over the past four years show that the system whereby factory 
directors assume full responsibility for production and operation, has proved 
to be effective, Lu Bing said, adding that this system will be extensively 
instituted in state-owned industrial firms this year. 


On this basis, he said, the state will set certain objectives for factory 
directors during their tenure of office. The state may also specify managerial 
objectives in the tender calls sent to directors, who will be rewarded or 
penalized if they surpass or fail to meet the objectives. 


The directors’ managerial objectives center on product output and quality, 


profits, technological advances, new product development, and workers' 
training and welfare. 
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"This system has proved to be effective in preventing directors from seeking 
immediate gains for their enterprises at the expense of their long-term 
interests," he said, noting that it can also motivate directors to better 
display workers’ initiative and creativeness. 


He pledged vigorous government efforts to spread such flexible managerial 
forms as contracting out and leasing small state-owned enterprises and 
unprofitable state-run enterprises. An individual, a collective or a 
business, whichever takes over the enterprise, then shoulders full managerial 
responsibility. 


"However, these enterprises will remain state-owned," he said, “their managers 
must observe state laws and regulations." 


This year, more than 8,000 large and medium-sized industrial enterprises will 
institute a new form of the system, known as the input and output responsi- 
bility system. Under this system, contracts will be signed to lay down the 
exact responsibilities, powers and interests for the authorities in charge 

of the enterprises and the enterprise managers and employees. 


Lu Bing said that the state has given enterprises the power to distribute wages 
and bonuses among their employees. This means that as long as enterprises do 
not pay more than the state-set ceiling on wases, they are entitled to decide 
on how the enterprises’ earnings will be distributed. 


Therefore, different enterprises can adopt different forms of performance-based 
income distribution, such as piece-work wages, contracting wages, floating 
wages and flat wages plus bonuses. 


Also this year, the shareholding system will be tried out in some collective 
businesses, small state-owned enterprises and a small number of major enter- 
prises, he said, adding that this will provide room for ambitious entrepreneurs 
to "display their talents to the full." 


In the course of introducing various forms of the responsibility system, he 
said, "we're sure that there will emerge a large number of business executives 
bold enough to pursue reforms and good enough to compete in the socialist 
commodity economy. It is they who will help ensure the success of China's 
economic reforms and its modernization." 
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CIRCULAR ISSUED ON ECONOMIC INPUT, OUTPUT SURVEY 
OWO71045 Beijing XINHUA Domestic Service in Chinese 0129 GMT 7 Apr 87 


[Text] Beijing, 7 April (XINHUA)--The State Council has decided to conduct 
an economic input and output survey across the country and to compile a 
chart for the survey in 1987 before the end of 1988. 


According to information, the amount of social wealth produced by financial, 
material, and manpower resources that are put into every economic endeavor 
should be the primary criterion for measuring economic efficiency. 


In this connection, the General Office of the State Council recently 
issued a circular, which says: In order to achieve an overall balance in 
China's national economy, improve scientific management of its social and 
economic development, and lay sound foundations for making macroeconomic 
policy decisions ard mapping out the Eighth 5-Year Plan, the State Council 
has approved the launching of a nationwide input and output survey and the 
compilation of a chart for the 1987 input and output survey, which will 

be conducted once every 5 years hereafter. 


The “circular" says: The input and output survey is an important tool 

for reflecting, studying, and quantitatively analyzing economic and 
technical relations among all fields (production, distribution, exchange, 
and consumption) in the entire process of social reproduction, among all 
economic sectors, among all localities, and among various parts of China 
and foreign countries and regions; as well as for formulating social and 
economic development plans and predicting the trend of development. Along 
with the deepening of China's economic structural reform and the development 
of the planned commodity economy, the work to conduct the input and output 
survey and compile the input and output chart is of great importance for 
improving China's social and economic macrocontrol and accelerating the 
socialist modernization drive. 


The "circular" points out: The work to conduct the input and output survey 
and compile the chart is a complicated systems engineering project. The 
nationwide survey, which involves budget, banking, planning, statistical, 
financial, material supply, production, investment, and other fields, will 
concentrate mainly on the input makeup, investment structure, inventory 
composition, urban and rural residents’ social consumption pattern, and 
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export and import composits of all economic sectors. All relevant 
departments, enterprises, and institutions should, in line with the 
requirements for compiling the input and output chart, complete the survey 
tasks on time and qualitatively and quantitatively. People's governments 
at various levels and departments in charge of the survey must strengthen 
leadership and make concerted efforts to ensure its smooth progress. 


The “circular™ announces that a national inpu’: and output survey 
coordinating group has been set up with Ma Hong, director general of the 
State Council's Economic, Technological, and Social Development Center, as 
the leader, and Zhang Sai, director of the State Statistics Bureau, as the 
deputy leader. Relevant officials from the State Council's Economic, 
Technological, and Social Development Center, the State Commission for 
Restructuring the Economic System, the State Planning Commission, the 
State Economic Commission, the State Scientific and Technological Commission, 
the Finance Ministry, the Railways Ministry, the People’s Bank of China, 
and the State Statistics Bureau will take part in the work of the survey 
coordinating group, whose day-to-day work is to be handled by the State 
Statistics Bureau. 
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NATIONAL AFFAIRS, POLICY 


LIMITED PRIVATIZATION OF ENTERPRISES CONSIDERED 
HK060559 Hong Kong SOUTH CHINA MORNING POST in English 6 Apr 87 pp 1, 6 
[By Olivia Sin in Beijing] 


[Text] China's state-owned enterprises--as in many other countries--are money- 
losers and pose heavy financial burdens for the government. 


With some countries "privatising" their public sector, China is considering 
whether similar action is needed to improve the economic efficiency of its 
poorly-managed state enterprises. 


Liberal economists have suggested China turn these operations into Limited- 
Liability companies--with shares held by different parties, including the 
State and individuals. 


They believe forming public companies would help separate the enterprises from 
the state and ensure greater autonomy to manage their affairs. 


Such enterprises, the economists say, would have their own board of directors 
and be responsible for their own profits and losses-—-saving billions of yuan 
in annual state subsidies. 


State-owned enterprises account for about 70 per cent of China's total 
industrial output, with the remainder contributed by collective and the private 
sectors. 


Under a share issue scheme, China would likely restrict growth of the private 
sector through legislation to avoid threatening the remaining state-owned 
companies. 


But the proposal has stirred controversy in China, with opponents claiming 
that state-owned enterprises would lose their identity if shares were sold 
to individuals or collectives. 


Critics also say issuing shares in public companies to individuals would 
foster individual "exploitation" of the state. 


The issue has been brought to centre stage by members of the Chinese People's 
Political Consultative Conference (CPPCC) attending the group's current 
session in Beijing. 
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Leading the opposition camp is Guan Mengjue, a member of the CPPCC, who 
labelled the issue a "ved herring." 


Mr Guan said the selling of shares would not help to raise significant capital 
for the enterprises, but would instead benefit private shareholders at the 
expense of the state. 


Forming limited-share holding companies would not result in the separation of 
state-owned companies and the government, he said. 


He said laws could be imposed to eliminate government interference in such 
operations, he said. 


Permitting workers to hold shares would not produce greater incentive, he said. 


Mr Guan told a CPPCC discussion session last week that the gap between the rich 
and the poor would be widened if workers participate in such a scheme, explain- 
ing that those with fewer shares--or those who could not afford to purchase 
them--might feel discriminated against. 


However, advocates of the scheme believe the identity of state-owned enterprises 
would not be affected if the government continues to hold majority shares in 
them. 


Supporters say share distribution is inevitable if the government's push for 
"horizontal cooperation" between enterprises--whereby companies buy shares 
in other companies-—-is to be realised. 


In addition, they argue, such companies would help to break down the rigid 
barriers that now exist among provinces, cities and industries. 


Under China's form of management, all state enterprises are placed under the 
control of government departments or a province. There is little cooperation 
among the departments and decisions are based on localities within each area. 


As a result, the companies are inefficiently run. 


But Premier Zhao Ziyang said in a report--presented on March 25--that horizontal 
cooperation would be encouraged to enable enterprises to pool their capital, 
technical and labour resources. 


However, Mr Zhao did not touch on the share issue nor did he spell out what 
form such companies would take. 


Noted economist Jiang Yiwei recently wrote in the PEOPLE'S DAILY that although 
state ownership forms the basis of the communist system, it does not mean that 
all enterprises must be owned by the state. 


Mr Jiang said private and collective ownership should be allowed to grow in a 
manner that would not affect the supremacy of the state-owned sector. 
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But he said experience had shown that the theory of state ownership is flawed 
because in practise such enterprises are actually run by government 
bureaucracy. 


As a result, workers are merely civil servants and state enterprises lose their 
vitality due to the interference of government. 


Mr Xu Zhihe, another member of the CPPCC recently told delegates of the con- 
ference that although the State Council has issued various directives ordering 
provinces and government departments to delegate more authority to enterprises, 
they have not been followed. 


Mr Xu said China's experiments with contracting out small projects to individuals 
and collectives have so far yielded good results. 


But limited resources of individuals have prevented small operators from taking 
part in large state projects, he said. 


Mr Xu agrees that the plan does not threaten the state-owned sector. 


"After 40 years' development, the state-owned sector has enjoyed an absolute 
supreme position and even if all the population use their available cash to buy 
shares, they would not be able to alter the position of the state-owned sector," 
he said. 


Nevertheless, he agreed the government should take measures to prevent state 
property from being unfairly transferred to individual ownership. 


For example, he said, care must be taken to evaluate the assets of state enter- 
prises before they are transformed into stock holding companies. 


There is a tendency to count only the tangible assets while neglecting such 
things as patents and trade marks. This could result in the capital of the 
company being under-estimated and state shares undervalued. 


Secondly, he said the treatment of shares held by the state and individuals 
should be the same. Some pilot projects have given excessive preferential 
treatment to individuals to attract them to buy shares and as a result do 
injustice to state shares. 


Mr Xu said securities laws should be established to regulate these activities 
and company laws set up to govern the responsibilities of company personnel. 
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NATIONAL AFFAIRS, POLICY 


ENHANCING POLITICAL, ECONOMIC REFORMS STRESSED 
HK060746 Beijing JINGJI GUANLI No 1, 5 Jan 87 pp 24-27 


[Article by Chen Renli (7115 0088 4409), edited by responsible editor 
Lin Daojun (2651 6670 0689): "Enhance the Role of Political Reform to 
Guide and Guarantee Economic Reform"] 


[Text] The relationship between politics and economics is widely known by 
all. But it is rather difficult to handle it well in practice. In 
handling the relationship between political reforms and economic structural 
reform, particularly the work of correctly implementing the role of 
political reforms in guiding and guaranteeing economic structural reforms, 
we still have to conduct in-depth discussions and experiments, whether 

they are of a theoretical or a practical nature. I shall talk briefly 

in this article about my point of view. 


/Fully Understand the Role of Political Reforms in Guiding and Guaranteeing 
Economic Structural Reforms./ 


Accoriding to general principles, economic movements promote corresponding 
changes in the political superstructure. On the other hand, however, 
political changes play the role of guiding and guaranteeing economic 
changes and economic development. This role is mainly manifested in the 
following areas: First, in changing outdated ideology and ideas, second, 
in getting rid of hindrances in the course of economic changes and in 
establishing and perfecting a new political structure which promotes the 
development of productive forces; third, in guaranteeing the direction of 
economic changes. The 3d Plenary Session of the 1lth CPC Central Committee 
formulated the party's political line, which focuses on the economic 
structure, and the ideological line of seeking truth from facts. Only 

thus could reforms in rural areas be started. The decision of the 3d 
Plenary Session of the 12th CPC Central Committee further promoted economic 
structural reforms which focus on urban areas, and reforms in the education 
and science and technology circles. Now we have made substantial headway 
in rural areas reforms while starting off well start in urban area economic 
structural reforms. But we should realize that our current economic 
structural reforms are marked by contradictions, difficulties, and hindrances. 
This is of course related to the question of coordinating the economic 
structural reforms. But the coherent shortcomings in our political structure 
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have also obviously affected ahd hindered the in-depth development of 
economic structural reforms. This necessitates a timely and corresponding 
reform in our political structure to clear the way for and to guide and 
guarantee the econowic structural reforms. In order to implement this 
role as a guide and a guarantor reforms in the political structure must, 
on the one hand, for the sake of establishing a scientific socialist 
political structure, further justify reforms in all sectors of the political 
structure, such as a rational division of labor and the coordination 

of party-government relations, the determination and interaction of the 
power structure, the establishment of democracy and a legal system, and 

a rational setup and changes in the functions of organs. On the other 
hand, the establishment of this structure must follow the direction of the 
economic structural reforms in order to function well. In other words, 
both the starting and finishing points in the political structural reforms 
should be based on a thriving and energetic socialist economic structure 
and should establish a highly developed socialist spiritual civilization 
to promote the development of social productive forces. To put it in a 
nutshell, in order to satisfy the requirements of reforms and opening up, 
we must correspondingly reform the political structure. 


/Understand the Urgency of Political Structure Reforms by Judging From 
the Hindrances Encountered in the Current Economic Structure Reforms./ 


The main task in reforming the economic structure is to develop a socialist 
commodity economy. This thus requires us to constantly add vitality to 
enterprises and to establish a socialist commodity market to switch our 
focal point from the approach of direct supervision to that of indirect 
supervision. Though we have made a start in this respect, we face numerous 
difficulties in our practices. Some are unable to make headway and some 
have returned to their previous positions after reforming a little. This 
is of course because they are inexperienced--the old is being replaced 

by the new--and because of other factors. Furthermore, our political 
structure, which is based on a product economy and vestiges of feudalism 
which protect, in one way or another, either directly or indirectly, the 
old supervisory structure and hinder the establishment and functions of 

the new structure. They are mainly manifested as follows: 


1. Both reforms and opening up require the development of sccialist 
spiritual civilization which includes the efficiency concept, the value 
concept, the idea of democratic rule, etc. that conform to the development 
of a commodity economy. But people's minds are still bound by outdated 
ideological theory and concepts. Many leaders theoretically acknoweldge 
the development of a socialist commodity economy, but they neither get used 
to it nor are they eager to conduct economic activities in accordance with 
the rules of a commodity economy. Some prefer the present situation and 
they are so content that their practices are just conservative ones. Some 
are used to the economy of feudal plantations and keep themselves within 
their boundaries. Some cherish bureaucracy and power so much that they 
are not willing to return decisionmaking powers to enterprises. Some are 
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used to the patriarchal system and the practice of letting one person lay 
down the law so that they conduct no democratic or scientific expositions 
and always make hasty decisions concerning major construction projects, 
policies, and measures. When subsequent major mistakes and damages arise 
they shoulder no responsibility and some of them even fail to affix the 
responsibility for these mistakes. Also, some are apt to handle personnel 
matters through nepotism and despise knowledge and qualified personnel, 
so that the administration is carried out poorly and is so inefficient 
that it is reign by passive attitudes and practices of corruption. These 
have all seriously dampened people's initiatives in carrying out reforms 
and the practice of opening up. 


2. Now there are still many enterprises which do not have decisionmaking 
powers. The economic structure as a whole is not run according to the 
requirement of economic rationalization. There are still cases of acting 
blindly in terms of investment, importation, and development site selection. 
These are the result of bureaucratism which comes from a high-level of 
centralized power and which have become a major hindrance in the development 
of a commodity economy. Over a long period in the past administrative 
organs at various levels were directly in charge of economic matters so 

that they became rulers of the economy. Government departments with 
over-centralized power keep, in their hands, decisionmaking powers in 

terms of personnel and financial matters as well as materials. Not only 
does this shackle the development of enterprises and affect their independent 
business operations, but it also provides backing for the "special privilege" 
mentality and the concept of classes and a breeding ground for such 
malpractices as abusing power. Not only is this an obstacle in the work 

of streamlining organs and decentralizing decisionmaking powers, but it 

has also developed the following illusion. It would seem that losing 
control of matters and the emergence of malpractices are products of 

reforms and opening up, instead of being products of the over-centralization 
of power and supervision over the economy. Therefore, such administrative 
measures as centralizing decisionmaking powers instead of the method of 
carrying out reforms are taken for the purpose of solving these problems. 
Consequently, some measures of opening up and invigoration encounter 
difficulties. 


3. The focal point of economic structural reform which emphasizes urban 
areas is the invigoration of enterprises to make them become relatively 
independent commodity producers and business operators and to allow them 

to adopt various economic responsibility systems--among them the emphasized 
responsibility system of factory heads. However, we cannot afford at 
present to offend the over-staffed organs or numerous departments or to 
engage in endless acts of wrangling, since there are so many examinations 
and apportionments that enterprises are busily coping with them. Over the 
years party and government organs at various levels have grown so much in 
size that their number of staff members is numerous and their expenditures 
are surprisingly high. The authorized size of organs as well as various 

ad hoc organs have not only surpassed their authorized sizes before reforms 
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but also surpassed their authorized sizes before the "Cultural Revolution." 
The phenomena of having numerous people in charge, “numerous levels" and 
“countless cases of wangling" have not only created a very heavy administra- 
tion burden but also a very heavy economic burden on enterprises. The 
nationwide administrative expenditures in 1984 alone exceeded the budgetary 
expenditures by 3.6 billion yuan, or some 73 percent of the financial 
deficit of that year. In the first half of 1986 the growth rate of 
expenditures was much higher than that of the same period in 1985. How 

can such a financial burden bring about a relaxed economic environment 

for our reforms? The issue at present is that economic structural reform 
can hardly be carried out without reforms in economic organs; and in order 
to reform administrative organs, we must carry out harmonized reforms in 

the political structure. One of the reasons why we achieved few results 

in our structural reform in 1982 and 1983 was because there were no 
corresponding reforms in the political structure, particularly the personnel 
system. 


4. The important task in reforming the economic structure is to develop 

a socialist commodity economy and to enhance labor productivity. This 
thus requires a closely integrated and mutually promoting relations among 
production, exchange, distribution and consumption. But the present 
structure of power which is marked by the ownership of departments and 
separated departments and region makes our production activities and 
operations difficult to implement in accordance with the requirements of 
economizing and being rational. Now various economic and administrative 
departments, as well as all departments and regions, have their own interests. 
They are afraid that a combination of economic resources would frighten 
enterprises and threaten their authority, so they always interfere in this 
or in other ways in the economic combinations which help the rational 
utilization of resources and capital. Even though some of them take part 
in the combinations they often make decisions by proceeding from their own 
interests and they are preoccupied with personal gains and losses. Some 
only prefer to be leaders of a combination on a minor scale rather than 

a member of a grand one. Some do not show others their strong points; 
they are worried that they will lose their livelihood when others have 
learned the techniques. Consequently, some backward localities and 
enterprises are unable to find their targets for the combination. The 
production standards of the advanced localities and enterprises are 
difficult to improve and thereby affect the work of tapping the potential 
of production and the advancement of technology. 


5. Reforms require us to mobilize the initiative of all sectors, to carry 
forward the socialist democracy, and to use laws to guarantee democracy. 
But our democratic and legal systems are highly imperfect and we find no 
law to pursue when problems emerge. Some people are afraid of "changes," 
“rescission of the present policies" and "criticism" so that they are not 
enthusiastic in reforms and opening up. Some are still ignorant about 
their position of being the master of their own affairs. They even resign 
themselves to bureaucratic acts and practices of suppressing democracy. 
Also, some of them do not dare to use or are not good at using their 
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democratic rights--as provided for in the constitution--to wage a struggle 
against these harmful acts. In fact, the masses indeed lack the protection 
of the law in certain areas when they are suppressed and attacked because 
they exercise their democratic rights. As a result, many reform policies 
are not possible to carry out. Some people who are bold in carrying out 
reforms are forced to step down from the stage. Some experience setbacks. 
Therefore, the progress of reforming the economic structure is adversely 
affected. 


/Strive To Make the Political Structural Reform and the Economic Structural 
Reform Closely Integrated and Promote Each Other. / 


Over the past 30-odd years following the liberation, China has made some 
remarkable achievements in political structural reforms. But it has also 
engaged in some political changes and movements which were unsuccessful 
or even ended in serious damages and catastrophes. By summarizing our 
past experiences we understand that we must realize that the political 
system has its own structure and we must follow its coherent rules. We 
must also realize the mutually penetrating, interrelated, and interacting 
relations between the political system and other systems, particularly 
the economic system. We must pay attention to the point that its 
rationality is always linked to other areas. Therefore, we must strive 
to promote interrelated and interacting relations between the political 
structural reform and the economic structural reform, as well as reforms 
in the scientific and technological systems and the educational and 
cultural systems. Thus, the political structural reform really plays 

the role of guiding, promoting, and guaranteeing the economic structural 
reform. To this aim we must solve well the following issues: 


First, generally speaking, political structure reforms must satisfy the 
requirement of conforming with the developments in economic structural 

reforms. By specific arrangement, however, we must take care and appropriately 
carry out some pioneer work when reforming some areas and pave the way for 
economic structural reform. 


Second, we must conduct an explicit analysis of China's present political 
system and take different measures in accordance with different kinds 

of situations. Generally speaking, after the liberation, particularly 
following the 3d Plenary Session of the 11th CPC Central Committee, the 
development of China's political system has mainly followed--in terms of 
the ideological line and the organizational lines--the direction of reforming 
the economic structure and that of economic construction. We must continue 
to uphold, perfect and develop these practices. We must get rid of the 
vestiges of feudalism, influences of the Soviet administrative models 
"large and complete" and "small and complete," the centralized power of 
administration developed by the product economy, etc. We must also 
resolutely correct tendencies to abuse power which affect our reform. In 
other words, we must not act indiscriminately. 
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Third, under the prerequisite of upholding the direction of socialism, we 
should conduct different reforms in the political structure in accordance 
with the quality of productive forces as well as the living standards in 
various areas. For example, people in some revolutionary bases and old 
liberation areas cherish a deep affection for the Communist Party. But 
their concept of a commodity economy is very weak. We should therefore 
strengthen the work of propaganda and education in these areas and take 
effective measures to develop a commodity economy. In the coastal areas, 
particularly the regions which are opening up to the outside world where 

the economy is quite developed, we must resist decaying capitalist matters 
while promoting and developing the level of commodity exchange and competition, 
the assimilation of advanced science and technology, a knowledge of business 
operations, and our fine culture. In other words, we must make things suit 
local conditions instead of acting “indiscriminately." 


Fourth, we should use different methods to conduct diversified education 
and enhancement work in accordance with people's different levels of 
political ideology, moral concepts, and educational backgrounds. We must 
adopt different reform measures rather than demanding the 1 billion people 
to act "indiscriminately." 


Fifth, China's current reforms are the great implementation of building 
socialism with Chinese characteristics, and they are the ones through 
which the socialist system is perfected and constantly develops. In 
particular, promoting the mutually linked reforms in the political and 
economic structures needs coordination in all areas, at the preliminary 
stage, for further development, and to form a vigorous and energetic 
form of management. 


In other words, political structural reform is a huge and complicated 
social system engineering project. The realm that it covers is more 
extensive than that of the economic structural reform. Also, it involves 
more sensitive issues and is more difficult. Therefore, we must not wage 
"a war of quick decisions" or “mobile warfare." We must not aim at finding 
a comprehensive package of solutions for settling problems. Some people 
believe that "any small-scale change must cause fluctuations." They 

always want to launch a "full-scale movement in every aspect." These 

kinds of "great changes" which are like "a gust of wind" will, if they 
fail, shake society as a whole. In connection with the situation and 
traditions in China, we should, in our reform of the political structure, 
adopt the method of tackling the issues one-by-one, making gradual progress, 
and solving the knotty problems after dealing with the easy ones. At 
present, we should concentrate our efforts on conflicts and problems 
concerning the political structure which we have encountered in the course 
of reforming the economic structure. In particular, we must focus on 
problems which have emerged and which dampen people's initiatives. 


When carrying out political structural reforms, we must gradually handle 
the tough issues after tackling the easy ones according to the needs 
of the reform and opening up. In addition, we must, on the basis of 
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comprehensive investigations, determine the goal and pattern of reforn, 

to grasp the general direction of reform and development. This thus 
requires us to formulate some coordinated plans for reform. In order to 
make the political structural reform a rational and feasible one, we 

must accomplish the following tasks: First, we should investigate and 
analyze the situation and problems of our current economic structural 
reform. Second, we should investigate and analyze the major shortcomings 
of our present political structure. Third, we should specifically analyze 
the past and future conflicts in China's economic structure, as well as 
the complicated situation which may develop in the course of reform. We 
should also summarize our past experiences, dr<w !e:sons from other countries 
and, in connection with China's situation, féFnud@te a better plan for 
reform, and steps to implement it. Fourth, we shhuli provide training 

for cadres and educate the masses on scientific evposition. We should 

do the work well in experimental units and make gradual progress. Also 

we should strive to exercise good leadership, act in a systematic way, 
score successes, and avoid making mistakes. 
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FOREIGN TRADE, INVESTMENT 


REVIEW OF SINO-EEC TRADE DURING 1986 
Beijing GUOJI SHANGBAO in Chinese 15 Jan 87 p 1 


[Article by Mu Chongkai [4476 1504 2818]: Trade, Technical, and Financial 
Cooperation is Strengthening Steadily--A Broad Look at Sino-EEC Economic Trade 
Relations in 1986"] 


(Text] Chinese economic trade relations with the European Economic Community 
continued to grow during 1986. From January to October 1986 Sino-EEC trade 
totalled $6.67 billion, for an increase of 18 percent over the first 10 months 
of 1985. This total included $2.13 billion in Chinese exports, up 32 percent 
over the same period of 1985, and $4.54 billion in Chinese imports, up 12.6 
percent over the same period of 1985. The pace of growth in Sino-EEC trade is 
faster than the pace of growth in total Chinese imports and exports. The 
proportion of all Chinese foreign trade devoted to the EEC is up 2 percent. 
From January to September 1986 enterprises from EEC member nations established 
14 joint ventures in China. Other forms of economic and technical cooperation 
are constantly expanding in scale, and unprecedented development in depth and 
breadth has appeared. 


The special features of Sino-EEC economic trade dealings in 1986 were as 
follows: 


1. Chinese exporting was strengthened tremendously. 


Chinese exports to each of the 12 EEC member nations have increased to varying 
degrees. Several of the Western European nations are switching from nuclear 
energy to the development of conventional energy, and we are using this 
advantageous opportunity to promote petroleum and coal exports. We have 
signed a cooperation agreement with the Netherlands’ "Center for Promoting 
Imports from Developing Nations." This is a new course of action. In the 
future we will make full use of this kind of organization in Western Europe to 
introduce these nations to Chinese commodities, establish new client 
relationships, and strengthen sales promotion activities. 


2. Technical trade developed further. 


In 1986 China signed a number of major contracts with Western European 
enterprises. For example, we signed contracts for the Daya Wan Nuclear Power 
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Station, thermal power stations, and range-controlled telephone exchange 
facilities, “Airbus airliners, and so forth, and we simultaneously concluded 
contracts for a great many enterprise remodelling projects. China implemented 
technical trade integration policies, imported equipment manufacturing 
technology, developed production cooperation, reduced the use of foreign 
exchange, and improved our capacity to digest and coordinate technology. We 
expanded from cooperation in production to joint development of new products, 
joint proposals, and new ways of developing Third World markets. 


3. Financial cooperation has promoted trade development. 


Denmark, Belgium, and Italy continue to provide China with government loans 
and composite loans, and they back their enterprises in competition on Chinese 
markets. France, England, the Netherlands, and Spain entered these ranks last 
year. In 1986 loan conditions on preferrential credit supplied by Western 
Europe were improved and the total sum increased. 


4. We developed contacts to assist and stimulate the economy. 


EEC nations, as well as the Federal Republic of Germany, Italy, and other 
nations, continue to provide China with technological and capital assistance. 
This monetary support has played a role in personnel training, economic 
cooperacion, scientific and technical cooperation, trade advancement, and 
other areas. The Netherlands also began to provide opportunities in 1986. 


In 1987 China will continue to promote exports to the EEC. According to an 
analysis in the "Berlin Commercial Bank" market report, in 1987 imports may 
increase 10 percent on the West German market, and the commodities that may 
increase are high-quality foodstuffs and consumer goods. Faced with the daily 
changing West European market, Chinese exports must keep pace with 
fluctuations in Western European demand in the areas of quality, grade, 
design, models, and packaging. We cannot make strong improvements in the 
commodity export mix until we develop new products. In 1987 the EEC and the 
Federal Republic of Germany will send specialists to China to inspect and 
appraise the production of certain local livestock products. They will 
evaluate which products can be marketed, which will find sales outlets after 
they are improved, and which require imported technology, quality improvement, 
or the development of entirely new products. Simultaneously, we will increase 
technical trade and encourage Western European enterprises to invest in China. 
We will ensure further growth in Sino-EEC trade in 1987. 
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FOREIGN TRADE, INVESTMENT 


GOVERNMENT SEEKS FOREIGN ECONOMIC COOPERATION 
HKO70729 Beijing CHINA DAILY in English 7 Apr 87 p 2 
[By staff reporter Liu Hong: “Seminar Aims for More Trade"™] 


[Text] China is exploring opportunities to secure more international economic 
cooperation, including helping foreign businessmen via legislation. 


Feedback from those businessmen who are exploring investment conditions in China 
has indicated that inadequate legislative protection is one of their major 
concerns. 


Though promulgation of various laws and regulations, to help complete the 
economic legislation for foreign investment and other businesses in China is 
the basic to remove these concerns, international seminars on economic legisla- 
tion are believed also to help. 


Such a seminar, sponsored by the Ministry of Justice and the Germany-China 
Association of Legists, from West Germany, opened in Beijing yesterday. 


"We believe that the seminar will greatly help promote a closer understanding 
of each other's legislation, especially the economic legislation, and promote 
further cooperation between the two countries in economy and technology,” 
Vice-minister of the Ministry of Justice Cai Cheng said at the opening ceremony 
of the seminar. 


The seminar, the largest ever held in China, is part of an exchange programme 
agreed between the two countries’ ministers of justice last year. According 
to the programme, 10 Chinese legists will be sent to study in West Germany 
this year, and another similar seminar will be hosted by the German legists 
next year. 


West Germany is China's biggest trade partner in West Europe, with their trade 
volume topping $3.65 billion in 1986. Cooperative projects involving machine 
building, the chemicals industry, construction, metallurgy, light industry, 
trade and transport total several hundred. There are 10 Sino-German joint 
ventures established in China with a total investment of about $33 million from 
West German businessmen. 


"To promote friendship and economic cooperation with West Germany is of great 
importance in China's foreign affairs," Cai Cheng quoted Chinese Premier 

Zhao Ziyang as saying. He told CHINA DAILY that the seminar was an effort in 
that direction. 


China had no economic laws concerning foreign businesses in the country until 1979. 
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FOREIGN TRADE, INVESTMENT 


OFFICIALS DISCUSS DEVELOPMENT OF TRAVEL INDUSTRY 


HKO80523 Hong Kong HONGKONG STANDARD (BUSINESS STANDARD) in English 8 Apr 87 
p 16 


[By Brian Power] 


[Text] Chongqing--China is pressing to rapidly develop and modernise its 
fledgling travel industry, to end what officials admit is a severe shortage 
of proper hotels and service often judged as inadequate. 


Senior officials of China's National Tourism Administration say the next 
five year state plan will include a 130 billion yuan programme to develop 
hotels and airport facilities, and to train tourism industry managers. 


"There is a saying that the mountains and lakes in Guilin are the best, but 
the hotels are the worst,” said Shen Shoujun, the deputy director of the 
Administration's promotion department. 


He made the comment to travel industry executives and the media travelling 
on the maiden voyage of the Merchant Princess, a new Yangtze River cruise ship 
run by state-owned China Merchants International. 


China is counting on increased tourist traffic, which has grown an average of 
21 percent a year over the past five years, for important foreign currency. 


The 22.8 million visitors last year, which included 21.33 million overseas 
Chinese and 1.48 million foreign nationals, spent U.S.$1.4 billion in 1986. 


While travel industry executives on the trip geuerally agreed that facilities 
have improved recently in major destinations such as Guilin, ther. are still 
only 900 tourist hotels with 140,000 rooms to serve the 436 cities open to 
foreign tourists. 


There is also concern that new hotels are either concentrated in centres such as 
Guangzhou and Shanghai, or are geared for business executives, making them 
too expensive for the average tourist. 


"Some cities have set up too many high-standard hotels, and there are too few 


middle-standard hotels," commented Mr Shen. Greater emphasis would be put 
on the "standard" hotels, which could rent rooms for HK$150 a night, he said. 
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Some of the American and European travel agents here said their clients were 
unhappy with the poor service by some hotels and tour guides. The fact that 
many of the workers were young and inexperienced was cited by several agents. 


Mr Shen said the government hoped to get around the problem through educa- 
tion. There are now three tourism institutes in Beijing and Shanghai, and 
10 universities that teach tourism-related courses. The government has 
pledged to put more emphasis on them to help foster "good attitudes" among 
workers in the industry. 
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FOREIGN TRADE, INVESTMENT 


FOREIGN TRADE EXPANDS IN SOUTHWEST, GUANGXI 
0W010850 Beijing XINHUA in English 0829 GMT 1 Apr 87 


[Text] Chengdu, April 1 (XINHUA)--Foreign trade continues to soar in south- 
western China's provinces of Sichuan, Yunnan and Guizhou, and the Guangxi 
Zhuang Autonomous Region. 


The area, which also includes Chongqing City, has seen a total increase of 
31.28 percent over 1985 in export volume. 


Compared with 1986, export volume increased 1.3 times in the first two months 
of this year in Guangxi and 59 percent in Chongqing City, XINHUA learned. 


Normally the first two months of a year are a slack season for foreign trade. 
"The achievement is a result of the efforts the provinces, region and city 
have made in the past three years," said a Sichuan official. 


Guangxi, for example, has developed ten varieties of goods for export, to earn 
more than 10 million U.S. dollars in foreign currency each last year, and nine 
varieties making up to 10 million U.S. dollars. 


Chongqing City has developed 37 types of export goods, making more than 
10 million U.S. dollars each a year since 1983. 


Meanwhile, Yunnan, one of the undeveloped provinces of the country, has turned 
out 33 varieties of export goods, compared with 23 in 1980, whose exports 
volume makes up 83 percent of the province's total. 


In Guizhou, a number of export bases, including ten enterprises making some 
10 million U.S. dollars in foreign currency annually, have been set up, 
while Sichuan Province has developed eight staple export goods with annual 
earnings of 10 to 60 million U.S. dollars and taking up more than 50 percent 
of the total export volume of the province. 


On the other hand, there have been great changes in the varieties of exports, 
the official noted. Among exports from Chongqing City, 90 percent are 
industrial products. Finished products for export make up 50 percent of 
Yunnan Province's export items. 


Thus, this area no longer has to rely on exports of agricultural products to 
earn foreign currency. 
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FOREIGN TRADE, INVESTMENT 


OFFICIAL REPORTS ACHIEVEMENTS IN PATENT WORK 
0WO11202 Beijing XINHUA in English 1059 GMT 1 Apr 87 


[Text] Beijing, April 1 (XINHUA)--China has received 37,436 patent applications 
from within and outside China since its tirst patent law went into effect 
April 1, 1985, an official of the patent bureau said here today. 


Over 71 percent of the applications have come from Chinese government depart- 
ments, universities or industrial enterprises, he added. 


On the occasion of the seccnd anniversary of the patent law, the official told 
XINHUA that the application of the law has greatly promoted exchanges of 
technology between China and foreign countries. 


To date, China has received 10,644 patent applications from 53 countries in 
Europe, North America, Asia and Oceania, and of the figure, 3,188 applications 
from Japan, ranking first, and 2,919 and 983 applications from the United States 
and the Federal Republic of Germany, respectively. Meanwhile, 485 Chinese 
patent applications have been registered in more than 20 countries. 


The bureau has issued, after examination, a total of 4,313 certificates to both 
domestic and overseas applicants in the past two years. The registered 

patent technology covers metallurgy, chemicals, communications and transport, 
engineering, construction, electronics, textiles and daily-use articles. 


A sample survey by the bureau shows that about half of the authorized patents 
have been applied throughout the country, and the rate of patent implementation 
is over 60 percent in some cities such as Shanghai, Wuhan and Liaoyang. 


/8309 
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FOREIGN TRADE, INVESTMENT 


RENMIN RIBAO REPORTS ENTERPRISE EXPORTS BOOSTED 
OW020756 Beijing XINHUA in English 0749 GMT 2 Apr 87 


[Text] Beijing, April 2 (XINHUA)--A total of 163 export-oriented enterprises 
manufacturing daily consumer goods earned 460 million U.S. dollars in foreign 
exchange in 1986, accounting for 51 percent of China's total earnings from 
its exports of light industrial machinery, electrical appliances and d.ily-use 
articles. 


Today's PEOPLE'S DAILY (overseas edition) reported that, in a bid to boost 
exports, the State Council has designated these enterprises, including the 
Tianjin Bicycle Factory and Shanghai No 2 Watch Factory, as key enterprises 
for exports of daily consumer goods since 1985. 


Some preferential terms have been offered to the enterprises producing goods 
including bicycles, watches, sewing machines, enamelware, batteries and 
lighting installations, the paper said. 


To increase exports, these enterprises have also strengthened cooperation 
with foreign trade organizations. 


These enterprises are expected to gear up their exports to help increase the 
nation's total export earnings from daily consumer goods to 1.73 billion U.S. 
dollars by 1990, registering an average annual increase of 19 percent during 
the Seventh Five-Year Plan period (1986-1990), the paper said. 
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FOREIGN TRADE, INVESTMENT 


LESS FUNDS USED IN 1986 TO IMPORT TECHNOLOGY 
0W061042 Beijing XINHUA in English 0919 GMT 6 Apr 87 


[Text] Beijing, April 6 (XINHUA)--China used less funds to import selected 
advanced technology to renovate old enterprises and achieved good economic 
results last year. 


According to officials from the information center of the State Economic 
Commission, “last year, China contracted for 2,417 renovation projects with 
foreign countries involving a total business volume of about 1.7 billion U.S. 
dollars, a decrease of 66.9 percent over 1985." 


Last year 2,896 renovated projects started operation, with the average renova- 
tion time for each project about 19 months. 


An average investment of one dollar can show a two yuan increase in output value, 
60 cents in tax and profits a year, and the time necessary to recover one dollar 
of investment is one year and seven months. 


Of imported technology, 70 percent is up to the standards of the 1980's and 
23.6 percent to the standards of the 1970's. The focus for technological 
renovation has been directed in the fields of textiles, electronics and raw 
materials. 


By controlling the duplication of imports last year, the purchase of 4,200 pieces 
of foreign-produced equipment was stopped and 130 million U.S. dollars in foreign 
currency was saved. By relying on domestically-produced electronic machines, 

the country also saved 21 million U.S. dollars. 


The country has switched from importing production lines and key equipment to 
buying software technology, and changed from independent importing by enter- 
prises to cooperation among science and research institutions and enterprises. 


/8309 
CSO: 4020/157 
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FOREIGN TRADE, INVESTMENT 


SICHUAN ATTRACTS FOREIGN INVESTORS 
Chengdu SICHUAN RIBAO in Chinese 5 Feb 87 p 2 


[Article in column entitled "Task Studies" by Liu Yaohui [0491 5069 6540]: 
"We Need To Do a Better Job in Enticing Foreign Businessmen To Run Enterprises 
in Sichuan"] 


[Text] At present the major task in the restructuring of the economy system 
is to improve the foreign investment environment, attract more investors to 
set up enterprises in Sichuan, and accelerate Sichuan's economic development. 


According to reports, 44 foreign investment enterprises, including Chinese- 
foreign joint ventures and Chinese-foreign cooperative ventures, have been 
established in this province since 1983, and their products are in the world 
market. 


However, utilization of foreign capital in this province is an insignificant 
proportion of that of the nation as a whole: the September 1986 statistics 
show that Sichuan accounts for only 1.12 percent of the nation's total con- 
tractual amount of foreign capital utilization, and actual utilization of 
foreign capital is only 0.58 percent of the nation's total. Enterprises 
already set up face many problems: for example, there is an acute shortage of 
relatively knowledgeable and experienced personnel who can manage the foreign 
investment enterprises; there is a failure to grasp work market information 
accurately and to make good yse of the resources and materials available in 
this province; some projects are installed improperly and some enterprises 
are mismanaged; some departments, units, and enterprises are constantly at 
odds with each other, counteracting each other, and often procedures are made 
complicated and work efficiency is low. 


Today, there are problems in four areas which urgently need to be resolved: 
one, due to the fact that at present many of the managers in the joint ven- 
tures and cooperative ventures lack business knowledge and experience, it 

is imminent that measures be taken to improve the quality of these personnel. 
The units and enterprises involved may organize training classes or send their 
people to the more progressive enterprises for training and improve their 
ideological standard, increase their cultural and scientific knowledge, and 
let them gain experience in associating with foreign business people. Newly 
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recruited middle-management personnel should pass examinations and meet strict 
requirements. Two, conscientiously guide the direction of foreign investments; 
feasibility study reports should be scrutinized. From now on, ample prepara- 
tions should be made on each project; the relevant personnel must work harder 
on their investigations and studies, and make practical and realistic judg- 
ments on the projects to ensure that the "feasibility study reports" are 

truly reliable. The higher level units and departments should guide and double 
check all tasks. Three, ensure unity and harmony to enhance cooperation in 

all areas and eliminate petty disputes. Many units and departments are in- 
volved with the foreign investment enterprises, and any conflict between them 
should be handled and resolved according to regulations set by the state and 
the province to ensure mutual support and cooperation: for example, cooperate 
with the relevant foreign investment enterprises on matters of resources and 
materials, transportation, communications, utilities, banking, and so on, in 
accordance with state rules and regulations instead of passing the buck or 
obstructing each other. Four, speed up the work pace and improve work effi- 
ciency: in the past it took a long time to have a project selected and fin- 
ally approved; today, every link should increase its sense of responsibility, 
be more conscious of the time schedule, and accelerate the turnover rate. 


12986/6662 
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FOREIGN TRADE, INVESTMENT 


SICHUAN SETS RULES TO ENCOURAGE FOREIGN INVESTMENTS 
Chengdu SICHUAN RIBAO in Chinese 10 Feb 87 p 2 


[Provisions of Sichuan Province for the Encouragement of Foreign Investmant 
(Issued by the Sichuan Provincial People's Government on 23 December 1986) ] 


[Text] Article 1: By integrating the State Council's "Regulations on the 
Encouragement of Foreign Investments" with actual conditions in this pro- 
vince, the following regulations have been promulgated specifically to improve 
further the investment environment, and to attract foreign investments, import 
advanced technologies, improve the quality of the products, increase exports 
to earn foreign currencies, and accelerate Sichuan's economic development. 


Article 2: Enterprises which export their products and advanced technology 
enterprises operating for longer than 10 years may apply for and receive, upon 
approval by the office of taxations, a full exemption of local income tax for 
the first 4 years after their business begins to show a profit; thereafter, 
the local income tax is reduced by one-half during the next 4 years. 


Article 3: Upon expiration of the tax exemption period persuant to Article 2 
above, during any year in which an exporting enterprise exports more than 

60 percent of its total output for that year, it shall continue to be fully 
exempt from local income tax payment. 


Article 4: Enterprises which export their products and advanced technology 
enterprises are exempt from real estate tax and automobile and boat excise 
taxes for the first 3 years after startup; thereafter, such taxes are reduced 
by one-half during the next 5 years. 


Foreign investment enterprises which do not export their products and are not 
advanced technology enterprises are exempt from real estate tax and auto- 
mobile and boat excise taxes for the first 3 years. 


Upon expiration of the above tax exemption and reduction period, foreign in- 
vestment enterprises in the Liangshan, Aba, Ganzi, and other underdeveloped 
regions of Sichuan will continue to enjoy the 50-percent reduction in real 
estate tax and automobile and boat excise taxes until the 10th year of 

their operation. 
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Article 5: With the exception of those enterprises located in the prosperous 
urban sections of Chengdu, enterprises which export their products and 
advanced technology enterprises operating for longer than 10 years are exempt 
from site occupation charges for 3 years, beginning from the year the enter- 
prise is set up; starting on the fourth year and for the next 3 years, any 
such fee will be reduced to 50 percent of the minimum standard set by the 
state. Upon expiration of the above fee exemption and reduction periods, 
during any year an enterprise exports more than 60 percent of its total output, 
the enterprise may apply for and receive, upon approval by the provincial 
government or its agencies, a 50-percent fee reduction based on the minimum 
standard set by the state. 


With the exception of those enterprises in the prosperous urban sections of 
Chengdu, foreign investment enterprises which do not export their products 
and are not advanced technology enterprises will be charged an annual site 
occupation fee ranging from 5 to 15 yuan per meter, beginning on the year the 
enterprise is set up, except if otherwise stipulated elsewhere in regulations. 


Foreign investments in agriculture, animal husbandry, breeding, and culture, 
and foreign investment enterprises in Liangshan, Aba, Ganzi, and other under- 
developed regions of Sichuan may also refer to the aforementioned preferential 
low site occupation charges. 


No city, prefecture, or autonomous prefecture may attach any surcharge on the 
unified site occupation charge assessed by the state and the province. 


Article 6: Enterprises which export their products and advanced technology 
enterprises will have priority in material and resource supplies, transporta- 
tions and communication facilities; planning departments at all levels will 
assign top priority to supply their enterprises with water, electricity, gas, 
as well as materials under unified state allocations which are necessary for 
operations and productions; these enterprises will pay no more for their utili- 
ties, facilities, and supplies than state-run enterprises. 


Article 7: If during the course of production and circulation, enterprises 
which export their products and advanced technology enterprises need to borrow 
short-term circulating funds or other essential credit funds, the Chengdu branch 
of the Bank of China, or other financial institutions designated by the Sichuan 
branch of the People's Bank of China will give them priority in loan examina- 
tion and approval. Short-term circulating funds needed by nonexporting 
enterprises for the purpose of fulfilling export contracts or other enter- 

prise agreements will be given similar priority by the aforementioned bank or 
financial institutions. 


Article 8: Under the supervision of the foreign exchange control department, 
foreign investment enterprises may balance their foreign exchange surpluses 
and deficits among themselves; if as a result of the importation of raw mater- 
ials by the advance technology enterprises and the outward remittance of the 
foreign investors’ rightful share of the profits, the above adjustment method 
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should fail to achieve a balance of payment, the enterprises may, upon 
approval by an authorized foreign economic relations and trade department, use 
their earned RMB to purchase above-plan commodities for export; if the problem 
persists, the provincial government shall take unified adjustment measures. 


Article 9: Foreign investors are encouraged to come to Sichuan to partici- 
pate directly in business operations and management. Management and personnel 
of foreign nationalities traveling within Sichuan Province will pay the same 
prices as Chinese citizens for their food and lodging and for purchases of 
daily necessities upon presentation of identifications and documents issued 
by the enterprise administrations department. 


Article 10: The province shall provide the foreign entrepreneurs investing in 
Sichuan with information on Chinese laws as well as economic, technological, 
financial, labor relations, and other information and services. 


Article 11: All projects submitted for examination and approval in Sichuan 
Province, whether such proposals are approved or not, will receive a response 
within 40 days of receipt of all documents; feasibility study reports, enter- 
prise contracts, and prospectuses will be approved or disapproved within 

30 days upon receipt of all documents; business license applications will 

be verified and forwarded within 10 days. In the event examination and appro- 
val by a state level department is necessary, the relevant department at the 
provincial level will decide within 15 days whether or not to forward the 
documents. 


Article 12: These regulations shall apply to Hong Kong, Macao, and Taiwan 
companies, enterprises, and other economic organizations, as well as enterprises 
financed by individuals and overseas Chinese investors, except if otherwise 
stipulated elsewhere in regulations. 


Article 13: Chongqing may promulgate similar regulations to encourage foreign 
investment according to conditions in that city. 


Article 14: Right of interpretation of these regulations lies with Sichuan's 
Foreign Economic Relations and Trade Department. 


Article 15: These regulations shall take effect on date of announcement. 


12986 /6662 
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FOREIGN TRADE, INVESTMENT 


EMPHASIS ON ELECTRONICS EXPORTS URGED 
Shanghai SHIJIE JINGJI DAOBAO in Chinese 26 Jan 87 p 2 


[Article by SHIJIE JINGJI DAOBAO reporter Zhang Boshu [1728 0130 2885], 
reporting from Beijing: "We Must Emphasize Electronics Exports--In Foreign 
Trade Exporting, Sole Reliance on Traditional Products is Unacceptable: We 
Must Concentrate on Electronic Products") 


{[Text] It is reported that Deng Xiaoping recently said: "In foreign trade 
exporting, sole reliance on traditional products is unacceptable: we must 
concentrate on electronic products." He pointed out the crucial problems that 
persist in China's export product mix, adding to the significance of the 
National Conference on Electronics Exporting that convened recently. 


Due to great efforts made in 1986, new improvements have been made in 
exporting Chinese electronic products and we are beginning to see a turn for 
the better. According to customs statistics, the total for Chinese 
electronics exports in 1986 will exceed $2.2 billion, up more than 30 percent 
over 1985. The purpose of the recent conference was to analyze our 
experiences further, study strategy problems in exporting electronic products, 
and better promote electronics exporting. 


According what we know, in international trade the proportion of trade in 
primary products is declining steadily. The World Bank calculates that in the 
coming 10 years world exports of finished manufactured products will increase 
at an average rate of 7.5 to 9.7 percent per year, whereas exports of primary 
products will continue to increase at 2.1 to 3.4 percent per year. In 
addition, the fierce competition among exports of primary products and the 
increasing restrictions of trade protectionism will make it rather difficult 
to expand exports. Consequently, our greatest hope for expanding exports lies 
in electronic products. 


Considering the trend of development in the world commodities market, 
electronic products are one of the most promising categories of commodities 
for development. They now account for one-third of the commodities in world 
trade, and all nations are making the development of electronics exports a 
strategic focus. In developed nations electronics exports account for 50 
percent or more of all exports, and for many developed nations they account 
for as much as 70 to 80 percent. In some deveoloping nations and regions this 
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percentage is rising year after year, but in 1986 electronics exports 
accounted for only 8 percent of Chinese exports. This is very inconsistent 
with our possibilities and needs. 


At the recent conference, Vice Minister Li Langqing [2621 1526 3237] of the 
Ministry of Foreign Economic Relations and Trade, who previously worked in the 
electronics industry, analyzed advantageous conditions for expanding Chinese 
electronics exports. He believes that the following advantageous conditions 
exist for expanding Chinese electronics exports: 1) The electronics incustry 
in China has undergone 30 years of development and has already established a 
complete range of electronics categories. It also possesses a manufacturing 
system of a certain scale and level. 2) In the past few years China has 
imported a large quantity of technology and crucial equipment and has 
accelerated technological remodelling in existing enterprises. The 
technological level, variety, quality, and economic efficiency in the 
electronics industry have improved enormously. 3) The scope of the 
electronics industry is broad and there is great variety. There are 
intelligence-intensive and technology-intensive products, as well as labor- 
intensive and resource-intensive products. China encompasses a broad 
territory and a vast population, and it is rich in natural resources. At the 
same time as we are striving to develop intelligence-intensive and technology- 
intensive electronic products, we can further develop labor-intensive and 
resource-intensive electronic products and expand exports. 4) The electronic 
manufacturing system in China's armed forces is built upon a powerful material 
and technological foundation, and it is a major force for expanding 
electronics exports in China. 


12510 
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FOREIGN TRADE, INVESTMENT 


MOFERT OFFICIAL ON FOREIGN CAPITAL ABSORPTION 
Hong Kong TA KUNG PAO in Chinese 14-18 Oct and 21-23 Oct 86 


[Article by Chu Baotai [0443 0202 3141], Deputy Director, Foreign Investment 
Administration, Ministry of Foreign Economic Relations and Trade: "China's 
Assimilation of Foreign Capital") 


(14 Oct 86 p 11] 


[Text] Since the Chinese government's opening to the outside world and the 
assimilation of international capital in 1979, more than 6,814 enterprises 
using investments by foreign traders have been built as of July 1986, and 
nearly half of them have begun operation. In most cases business is good. 
However, since only a short time has passed since the opening to the outside 
world, system reforms are still in the process of replacing the old with the 
new, and neither the financial system nor the materials supply system meets 
the needs of enterprises in which foreign traders have invested. The Chinese 
government is taking action to solve these problems. 


Statistics plotted on a graph show a tiny curve for growth during the first 7 
years of Chinese assimilation of international investment. Growth was fairly 
small during the first 5 years when experience was being gained; growth was 
fairly rapid during the 2 year mid-period; and during 1986 the trend has been 
toward slight decline. 


Growth of the Investment Curve During a 7 Year Period 


Averaging of total figures for the 7 year period shows approval of 973 
contracts each year for an average agreed upon investment of $2.59 billion. 
The average annual actual investment was $960 million. 


Averaging of figures for 5 years shows approval of 490 contracts each year or 
50 percent of tthe total for the whole 7 year period. This was an average 
annual agreed upon investment of $1.49 billion or 57.5 percent of the 7 year 
average amount. The average annual actual investment of $537 million was 55.9 
percent of the 7 year average amount. 


During the mid-period year of 1984, the number of contracts approved was 2.23 
times again the 7 year average; the agreed upon amount was 111 percent of the 











7 year average; and the actual amount of investment was 155.2 percent of the 7 
year average. The number of contracts approved in 1985 was 2.77 times again 
the 7 year average; the agreed upon amount was 2.4 times again the 7 year 
average amount; and the actual amount of investment was 1.9 times again the 7 
year average. 


The annual rate calculated on average values for this year shows that. the 
number of contracts approved fur the whole year may reach 1,032, or 106 
percent of the 7 year average; the amount of agreed upon funds may reach 
$2.736 billion, or 105 percent of the 7 year average; and the actual amount of 
investment may reach $1.287 billion, or 134 percent of the 7 year average. 


An Average $1 Billion Per Year in Foreign Capital Assimilated 


During the 7 years of China's opening to the outside world, investments of 
nearly $1 billion each year were assimilated during the egriiest period. The 
fact that nearly 1,000 enterprises were built attests to China's assimilation 
capabilities. This achievement greatly exceeds the assimilation of 
international investment by South Korea and Taiwan Province during the same 
period. In comparison with the United States and Japan, however, it is very 
little amounting to only 1.3 percent of the amount of international investment 
assimilated by the United States during the same period. It also amounts to 
only 4.6 percent of American investment abroad during the same period. It is 
only 28.5 percent of the amount of international investment assimilated by 
Japan during the same period. The facts show China to have a very great 
potential for the assimilation of international investment; the enormous China 
investment market awaits joint development, and the investment climate awaits 
further improvement. 


The fluctuations that occurred during the first 7 years in China's 
assimilation of international investment were attributable, I believe, to two 
reasons: (1) the delegation of authority to control investment by foreign 
traders boosted rapid development during 1984 and 1985. In order to enhance 
State macroeconomic controls at the end of 1985, some units took back the 
authority that they had delegated, thereby increasing procedures and 
difficulties in running enterprises. (2) During 1984 and 1985, there was a 
favorable balance in the import-export trade, the country's foreign exchange 
reserves increasing. To a very large extent, this eliminated concerns among 
foreign investors about the repatriation of their capitai and profits. In 
1986, foreign exchange reserves declined, so foreign traders' apprehensions 
increased. (3) Banks expanded credit during 1984 and 1985 enabling Chinese 
joint enterprises to obtain gure counterpart funds for investment in shares. 
Credit was tightened in 1986, so would-be Chinese investors encountered 
difficulties in obtaining funds. These last two factors will restrict Chinese 
ability to assimilate international investment for a long time to come. 


Two Major Factors Adversely Affect Investment in China 


The trend toward decline in investment during 1986 is related to these two 
factors. To a very large extent, the ability to assimilate so much 
international investment during the Seventh 5-Year Plan period and the Eighth 
5-Year Plan period will be determined by the degree to which these factors are 





allayed. Certainly, it will additionally depend on further improvement in 
implementation of national legislation and laws having to do with foreign 
economic matters as well as further readjustment of the market price system 
(including prices for construction materials, goods and materials, electric 
power, fuel, labor, transportation expenses and various fees paid for 
services); further increase in the work efficiency of government agencies, and 
further improvement in the overall investment climate. 


[15 Oct 86 p 11] 


[Text] (1) Every effort to make greater use of international investment. The 
amount of international investment and technology required for China's 
attainment of its modernization goals is very great. China's current ability 
to assimilate foreign capital (particularly its international payments ability 
and its ability to provide counterpart funds) can be only on a modest’ scale 
because of the limitations imposed by the level of its own economic 
development. 


New fixed assets added during the Sixth 5-Year Plan had a value of 388 billion 
yuan renminbi (which converts to $129.3 billion at the current rate of 
exchange). This included the assimilation of international investment ($5.3 
billion) representing 4.1 percent of the investment in newly added fixed 
assets. This is an accomplished figure and an amount obtained during the 
initial period of opening to the outside world when the investment climate was 
not perfect. 


The total amount of investment in capital construction under state plan by 
units under a system of ownership by the whole people during the Seventh 5- 
Year Plan was 500 billion yuan renminbi (which converts to $133.3 billion at 
the current rate of exchange). At the level attained during the Sixth 5-Year 
Plan for the assimilation of international investment (international 
investment amounting to 4.2 percent of national investment), it may be 
possible to assimilate $8.48 billion during the Seventh 5-Year Plan. This 
amount is based on conditions during the Sixth 5-Year Plan. If export 
Capacity and international payments ability increase greatly (40 percent) 
during the Seventh 5-Year Plan, if the domestic financial market and credit 
funds expand further, and if the investment climate improves further, the 
actual amount of international investment assimilated will far surpass’. the 
foregoing calculations. 


The actual speed of growth of the national economy and the actual speed of 
increase in exports will affect the confidence of international investors. 


[16 Oct 86 p 11] 
(2) Improvement in the Investment Mix 


A rational investment of capital that will bring about a benign cycle in the 
national economy and in the international balance of payments, that will 
encourage beneficial investment and discourage unbeneficial investment, and 
that will correlate international investment and domestic investment to make 
the entire investment mix more rational is an important task in national 
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policy readjustment of investment. 


The make up of international investment in Chinese from July 1979 through 
December 1985 was as shown in the figure. The figure shows that during the 
past 6 years the make-up of international investment in China has not been 
entirely rational. 


An overly large proportion of investment has been in guest houses and 
apartment buildings. This investment has played a positive role in 
improvement of the investment climate and in the development of tourism; 
however, commercial loan funds could have been used to expand foreign exchange 
earnings ourselves. Too much assimilation of foreign investment reduced the 
country's foreign exchange income. During the Seventh 5-Year Plan, a change 
Should be made to mostly investment of loan funds for this purpose. 


2. The proportion of investment in energy, which the state especially 
encouraged, was too small with the result that no major successes were 
achieved. The shortage of energy is the most limiting factor in development of 
the Chinese economy. During the Seventh 5-Year Plan Period, this should 
continue to be the prime investment area. 


3. Investment in ports and harbors, which the state has particularly 
encouraged and for which it has accorded special preference, continues to be a 
void. Port congestion and the inability to discharge or load cargoes is a 
factor that seriously limits development of the import-export trade. Efforts 
should be made to score breakthroughs during the Seventh 5-Year Plan. 


4, In the machinery and electronics industries, which the state has 
particularly encouraged, the percentage of investment has been too little with 
the result that no major successes have been scored. The assimilation of 
international investment by the machinery and electronics industries has a 
major bearing on improvement of the technical equipment in all sectors of the 
national economy and in changing the make-up of export products. Investment in 
this area should continue to be emphasized during the Seventh 5-Year Plan. For 
a period of time during the Sixth 5-Year Plan, investment in the electronics 
industry was solely for the importation of assembly lines and complete plants 
with spare parts, and for the assembly of products for sale in the domestic 
market in order to benefit from price differences between Chinese and foreign 
markets. This increased the burden on the country's foreign exchange and also 
caused hardships in the operation of enterprises. Such enterpr:ses are not to 
be operated any longer. Those already in operation are to take action to 
reduce the importation of parts, to purchase parts produced in China, and to 
expand the export of finished products for a change in the passive situation. 


5. No major successes have been scored in the materials industry to which the 
State has given particular encouragement. Every year large amounts of steel 
products and raw materials for the chemical industry are imported, using up a 
large quantity of foreign exchange. To do all possible to rely on domestic 
sources for the supply of materials is the fixed policy of the country. 
Different kinds of raw and processed materials pose different demands in terms 
of funds and technology, so the ways in which international capital is 
employed should also be different. In some cases, loans may be used for 





investment by ourselves; in other cases, investments by foreign traders may be 
assimilated. 


No matter the kind of industrial investment, exports to create foreign 
exchange should be encouraged. Most non-technologically intensive products 
should be exported. Technologically intensive products may be permitted to be 
sold in domestic markets for a certain period of time; however, a balance 
between foreign exchange expenditures and earnings should be achieved with 
exports being expanded after a time. The state will give special preference 
to export enterprises. 

[17 Oct 86 p 11] 


(3) Striving For Many Channels To Sources of Capital 


Foreign sources of capital during the past 6 years have been as shown in the 
following table (July 1979 through December 1985) 


Country or Region Capital Invested Percentage 
($100 Million) 


Hong Kong 41.87 79 
United States 4.24 8 
Japan 3.71 7 
Northwestern Europe 2.12 4 
Asia-Africa 1.06 2 
Total 53.00 100 


1. Hong Kong's investment in China during the earliest years of China's 
opening to the outside world has held first place in terms of the number of 
projects invested in and the amount of capital invested. This situation shows 
the following: a) Geographical propinquity has made Hong Kong investment in 
China, particularly investment in Guangdong Province, relatively convenient. 
b) Hong Kong and Macao compatriots are fairly well informed about China's 
political and economic policies and laws. They have confidence, few 
apprehensions and numerous affiliations, so they dare to invest. 3) Investors 
gain real benefits, so a situation has come about in which the same investors 
continuously invest in a second or a third project, re-investing their share 
of profits. An increasingly close relationship has developed between Hong 
Kong and China in economic and trade matters that is in keeping with overall 
national policy. This development provides major benefits to both parties. 
Hong Kong's special position has caused numerous foreign investors to use it 
as a bridge, a springboard or a way station. Some western companies set up a 
company in Hong Kong first and then enter China proper. Some western investors 
who visit China first look for a consultant or an agent in Hong Kong, or they 
may even form a partnership with Hong Kong residents for investment in China. 
This intermediary role of Hong Kong also works to China's advantage in the 
assimilation of foreign investment. 


2. Investment in China by the United States, Japan, and Europe, which are most 
able to invest internationally, has been a very small percentage of the total. 
Taken together, investment in China by these three areas amounts to 19 percent 
of the total, which is only 24 percent of Hong Kong's investment. When there 





is an ability to invest but no investment, both parties should seek the 
reasons. One reason is that China's investment climate is still not just 
right; further changes are reguired to allay investors worries. Second is 
fuller understanding of China on the part of investors to eliminate their 
apprehensions. China attaches great importance to wideranging cooperation 
With countries having capital and technology, and hopes for greater expansion 
of investment in China by these countries during the Seventh 5-Year Plan. 


3. China attaches great importance to wideranging economic and technical 
cooperation with developing countries in Asia, Africa and Latin America. 
Though China does not assimilate much capital from these countries, facts show 
that mutual investment and the use of strengths to offset weaknesses is 
entirely possible. 
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This section will be devoted solely to legal questions pertaining to foreign 
exchange controls that are most closely related to the current assimilation of 
international investment. Investor ability to repatriate profits and capital 
is the problem of greatest concern to international investors, and it is also 
a problem that China must solve in expanding the assimilation of international 
investment. 


Foreign Traders' Concern About China's Foreign Exchange Laws 


China exercises centralized control over foreign exchange. Article 3 of 
"People's Republic of China Provisional Regulations on Foreign Exchange 
Controls," which was promulgated in December 1980, provides as follows: "The 
People's Republic of China carries out a policy of centralized control and 
unified administration of foreign exchange. The People's Republic of China 
organization responsible for the control of foreign exchange is the State 
Foreign Exchange Control Administration and its branch offices. The People's 
Republic of China bank designated responsible for foreign exchange dealings is 
the Bank of China. Without approval by the State Foreign Exchange Control 
Administration, no other financial institution may engage in foreign exchange 
matters." Article 4 provides as follows: "Except where provided by law, 
decrees and this regulation, foreign exchange income of all Chinese and 
foreign organizations or individuals within the territory of the People's 
Republic of China must be sold to the Bank of China. All needed foreign 
exchange is to be sold by the Bank of China in accordance with state approved 
plans or pertinent regulations. The circulation, use or pledging as 
collateral of foreign currency is forbidden within the territory of the 
People's Republic of China. The private buying and selling of foreign 
exchange is forbidden, and it is forbidden to enter into arbitrage exchange 
transactions or illegal exchange transactions of any kind whatsoever. Article 
24 of "The Regulations" applies specifically to Chinese enterprises in which 
foreign traders have invested as follows: "Application may be made to the Bank 
of China for the repatriation out of foreign exchange savings accounts of net 
profits and other legitimate income remaining after payment of taxes in 
accordance with the law by wholiy overseas Chinese owned enterprises, by 
wholly foreign-owned enterprises, and by the foreign operators in Sino-foreign 
joint ventures. If the foreign joint operator in the aforementioned 
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enterprises wants to transfer foreign capital outside of Chi: ese territory, he 
must make application to the State Foreign Exchange Control Administration or 
one of its branch bureaus for repatriation of funds from the enterprise's 
foreign exchange savings account." Foreign traders who want to withdraw 
foreign exchange or use foreign exchange invested in enterprises in China must 
themselves make arrangements in accordance with the various aforestated 
regulations and themselves solve problems with their balance of foreign 


exchange payments. 


Foreign Exchange Issues Bear on Domestic Markets 


Foreign exchange problems are, in essence, problems in the opening to the 
outside world of domestic markets. If China does not open domestic markets to 
the outside world in the assimilation of investments by foreign traders, and 
sells all products abroad, no shortage of foreign exchange will occur. Even 
if the entire amount or most is not sold abroad, the enterprises may be able 
to maintain a balance of foreign exchange payments. Currently, Chinese 
enterprises in which foreign traders have invested show a foreign exchange 
shortage, which reflects the import of much and the export of little in their 
operations. It also shows that China has opened up markets during the early 
Stages in order to assimilate investments by foreign traders. However, 
current ability to pay foreign exchange makes a complete opening wide of the 
Main gate and a complete opening of domestic markets difficult to sustain. 
Under impetus of reform of the economic control system, gradual reforms will 
also take place in Cnina financial system and its foreign exchange control 
System in order to meet needs of the opening to the outside world. Moreover, 
when a shortage of foreign exchange comes about in enterprises in which 
foreign traders have invested in China, the enterprises will not be able to 
convert renminbi into foreign exchange at will and they will not be abie to 
simply rely on the Chinese government for solution. The ability to solve the 
foreign exchange issue and the speed with which it is solved will be 
determined by the joint efforts of investors and government. 


(1) The main reason for the shortage of foreign exchange is numerous imports 
and few exports. 


Foreign exchange control unit statistics for enterprises in which foreign 
traders have invested in 19 key cities on the status of receipts and 
disbursements during 1985 show the following: (a) Exchange earnings from 
exports amounting to $472,671,800. (b) Foreign exchange earnings from 
invisibles (mostly tourist services) of $448,464,500 yuan. (c) Foreign 
exchange loans amounting to $674,067,800. (d) Foreign exchange investments of 
$629,489,800. (e) Balance from previous year, $134,488,400. The foregoing four 
foreign exchange receipts and foreign exchange balance remaining total 
$2, 359,182,300. Foreign exchange payments by these enterprises for 1985 were 
as follows: (a) goods imports (mostly production equipment, complete sets of 
components, spare parts, and raw and processed materials) requiring foreign 
exchange payments of $1,284,301,800. (b) Non-trade payments of foreign 
exchange (mostly for importation of materials for tourist hotels), 
$278,053,200. (c) Repayment of loan principal and interest required foreign 
exchange amounting to $261,975,600. (d) Payment of wages to alien personnel, 
$76,337,700. (e) Foreign retrieval of capital, $49,110,300. (f) Foreign 
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exchange used in the distribution of profits was $21,725,600. The foregoing 
six categories of payments totaled $1,971,505,200. 


The Main Reason for a Shortage of Foreign Exchange Is Numerous Imports 


After analyzing and comparing the foregoing foreign exchange receipts and 
disbursements, we came to the following conclusions: 


1. Total foreign exchange earnings from these investments by foreign traders 
in Chinese erterprises during 1985 were greater than total foreign exchange 
payments. After offsetting expenditures against receipts, a surplus remained 
of $253,182,/0C, which was $118,700,000 more than the 1984 surplus remaining 
($134,488, 400) 


2. Of the total of these enterprises' foreign exchange earnings, loans 
accounted for 28.57 percent and investment accounted for 26.68 percent. 
Exports accounted for 20 percent, and foreign exchange earnings from 
invisibles amounted to 19 percent. Foreign exchange income from loans and 
investments were $381,421,300 greater than foreign exchange income from trade 
and invisibles, the percentage difference being 16.25 percent. This is a 
potential adverse balance of trade factor because both loans and investment 
have to be repaid, and require payments of interest and profit as well. Only 
when the sum of the latter two items is greater than or equal to the former 
two can this latent adverse balance of peyments factor be eliminated. 


3. Among these enterprises’ total foreign exchange payments, payments of 
foreign exchange for imports ($1,284,301,800) accounted for 75.84 percent. 
This was 2.7 times again as much as the amount of foreign exchange earned from 
exports. This shows too great a dependence on foreign markets for the supply 
of parts and raw and processed materials needed by operating production 
enterprises in which foreign traders have invested, while the percentage of 
their production that is sold back to foreign countries is too small. 
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(2) Measures for obtaining ea balance of foreign exchange payments in 
enterprises in which foreign traders invest, encouraging enterprises to expand 
exports for a gradual increase in the percentage of enterprises exports; and a 
gradual change in the situation of some enterprises relying on the supply from 
abroad of parts and of raw and processed materials, with most parts and raw 
and processed materials coming from within China are fundamental ways to solve 
the problem of balance of foreign exchange payments in enterprises in which 
foreign traders invest. 


China will draft laws providing special preference for investment in 
enterprises that export to produce foreign exchange. These preferential 
Measures may include the following: Preference in tax collection, such as 
refund of the uniform industrial and commercial tax on exports and exemption 
from payment of export duties, excluding commodities on which the state places 
export restrictions. 








2. Preference on land utilization payments such as a lowering of collection 
rates; investors would not have to pay land utilization fees when investing in 
construction not in the red line category (land use for construction). 


3. Preference in the supply of electricity, raw and processed materials and 
transportation. 


4. Enterprises would have greater self-determination in the hiring of needed 
labor, technical personnel and managerial personnel, in the payment of wages 
and emoluments, and in dismissals. 


5. Those foreign traders who reinvest their profits for a period of 5 years or 
more may be eligible for a greater refund of income tax payments. 


6. The state would encourage enterprises to sell export foreign exchange 
earnings to the bank. 


In order to help enterprises invested in by foreign traders solve the problem 
of a shortage of foreign exchange, on 15 January 1986 the State Council 
promulgated "Regulations On Problems With Balance of Foreign Exchange 
Payments" (hereinafter abbreviated to "The Regulations"), which loosened 
restrictions on enterprises in which foreign traders had invested and expanded 
support measures for balancing foreign exchange in the case of Sino-foreign 
joint venture enterprises (including contractual joint ventures). In a 
nutshell, these measures may be divided into the following five categories: 


A. Readjustment of Surpluses and Shortages. By this is meant allowing 
enterprises that have a surplus of foreign exchange but a shortage of renminbi 
to make mutual readjustments with enterprises having a shortage of foreign 
exchange anda surplus of renminbi. "Foreign Exchange Control Regulations" 
promulgated in 1980 do not permit any enterprise, individual, government 
agency or entreprenural unit to redistribute foreign exchange for use. Article 
3 of "Tne Regulations" of 1986 loosens these controls. According to these 
regulations: 1. Foreign exchange income of Sino-foreign joint venture 
enterprises and contractual joint venture enterprises througnout the country 
that has been settled by the bank is not paid to the state but is to be used 
Specifically for the redistribution by joint venture enterprises of foreign 
exchange surpluses and shortages. 2. This redistribution is to be carried out 
under the unified organization of foreign exchange control units. 3. 
Enterprises that the Ministry of Foreign Economic Relations and Trade and the 
State Council have approved for operation are to be responsible to the State 
Foreign Exchange Control Bureau for redistribution on a nationwide scale. 
Enterprises approved for operation by local governments are to be responsible 
to the local foreign exchange control bureau for redistribution among 
enterprises in the area in which located. Enterprises approved for operation 
by any of the industrial units under the State Council are to be responsible 
to the specific unit in charge for redistribution within the system under 
their jurisdiction. 4. Percentages of foreign exchange to be used for national 
redistribution and local redistribution is to be set jointly by planning 
units, foreign economic relations and trade units, and foreign exchange 
control units. 











Methods for effecting distribution are as follows: 1. Bank of China issuance 
of foreign exchange mortgage loans permitting enterprises having foreign 
exchange deposits but lacking renminbi to mortgage their foreign exchange to 
borrow renminbi. The amount of loan is to correspond to the conversion figure 
for the mortgage. No interest is to be figured on either the mortgage or the 
loan, and the loan may be redeemed with foreign currency when due. Those 
unable to redeem loans when due may no longer have foreign currency refunded 
to them. 2. When market quotations are readjusted, enterprises lacking 
foreign exchange may request a redistribution of foreign exchange. Foreign 
exchange control units are to examine these requests in terms of the amounts 
at their disposal that may be provided for redistribution. After receiving 
approval from the foreign exchange control unit, the enterprise may go to the 
bank to convert renminbi into foreign currency. 3. When prices rise after 
receiving government approval, an enterprise may make an exchange for foreign 
currency at the foreign exchange redistribution center that is being trial 
operated in Shenzhen City. Here foreign exchange-short and foreign exchange- 
Surplus enterprises may effect exchange at market price plus a certain 
fluctuating amount. 
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2. Import Substitutes. Products of joint ventures should be substituted for 
imported goods. 


Article 5 of "Tne Regulations" require that in the case of products to replace 
imports that are produced by Sino-foreign joint venture enterprises "either 
Sino-foreign joint venture enterprise agreements or production requirement 
contracts signed by both parties are to make clear" that "foreign economic 
relations and trade units must actively support domestic units by using goods 
and the aforementioned Sino-foreign joint venture enterprises in concluding 
purchase and marketing agreements at international prices. For all products 
produced by joint venture enterprises that meet international standards, the 
State will adopt tax collection policies and administrative intervention 
methods to restrict further imports and to encourage consumers and joint 
venture enterprises to sign purchase and marketing contracts at international 
market prices, and it will also permit the use of foreign exchange in final 
settlements. 


3. Complete Compensation. Article 6 of "The Regulations" requires that "In 
order to attain a balance of foreign exchange payments, subject to approval by 
foreign trade units, Sino-foreign joint venture enterprises may use the 
marketing contacts of the foreign joint-venture firm to promote the export of 
domestic products for complete compensation. Attention must be given the 
following points in carrying out this regulation: Full compensation in the 
form of export products must be conducted in an organized and planned way, 
permission being required for joint venture enterprises to use their renminbi 
earnings to buy domestic products for export, for the kinds of goods they may 
buy, for how much they may buy and whether there is to be a quota for sales in 
international markets. All enterprises applying for the benefits of this 
regulation must make a report to foreign economic relations and trade units 
seeking approval before taking action, and they must proceed under the unified 
organization of foreign economic relations and trade units. The foreign 
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economic relations and trade units referred to here means the Ministry of 
Foreign Economic Relations andi Trade and departments (or commissions) of 
foreign economic relations and trade in each province, central government 
directly administered municipality or autonomous region. Foreign economic 
relations and trade agencies below the provincial level as well as other 
agencies not concerned with foreign economic relations and trade have no 
authority to grant approval to non-foreign trade enterprises to engage in 
foreign trade. Those eligible for favored treatment under this regulation 
include the following: a. Those who introduce new technology or key 
technology; b. those who fill a domestic void for a particular product; c. 
those who augment the supply of items in short supply. All who meet the 
foregoing conditions may, subject to government approval, market goods mostly 
inside China. This preferential treatment is accorded inasmuch as enterprises 
will gain an oversupply of renminbi as a result of internal sales that will 
bring about a shortage of foreign exchange. Some joint venture enterprises 
that do not produce products are not eligible to use this provision. This 
provision is generally not applicable to the following joint venture 
enterprises: a. Service industries such as tourist hotels, motor vehicle 
rentals, restaurants, motor vehicle repair, and motor venicle tire retreading; 
b. construction industries such as project design, project contracting, and 
interior decorating; c. assembly of household electrical appliances and 
imported components; d. most textile products; e. light industrial goods in 
oversupply in China; and f. traditional handicrafts. 


(3) Permission for joint enterprises to buy various kinds of products may be 
encouraged or restricted as individual circumstances dictate. The state 
encourages Sino-foreign joint venture enterprises to purchase machinery and 
electrical products (including whole machines, individual components, or 
parts) as well as products for the pioneering of new markets. The state 
requires that products for which foreign trade companies have an exclusive 
dealership, products for which allotment quota and export permits are 
required, and all products the purchase for export of which is restricted must 
be reported without exception to foreign economic relations and trade units 
for approval. 


(4) Quantity Purchase Approval and Sources of Renminbi. Permission for joint 
venture enterprises to use renminbi to purchase other goods for export is for 
the purpose of balancing enterprises' use of foreign exchange and is not for 
the purpose of permitting enterprises to engage in unrestricted export trade. 
Tne quantities of goods that they are permitted to buy are to be limited to 
the amounts needed to satisfy the enterprise's need for foreign exchange in 
normal operations (including imported raw and processed materials, spare 
parts, repayment of external debt principle and interest, and payment of the 
Wages of alien staff members and workers), to satisfy needs for foreign 
exchange to be used for the repatriation of profits by foreign investors, and 
foreign exchange needed when the joint venture comes to an end, accounts are 
settled and capital is repatriated. The source of renminbi used by joint 
ventures to buy commodities is limited to the renminbi earnings of the 
enterprise; the renminbi of others may not be borrowed or applied to _ the 
purchase of export products. 


c 
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(5) Export Methods and Examination and Approval Procedures. By use of foreign 
trader marketing channels is meant the marketing channels of the foreign 
investor's company. Because the investor's own company does the marketing 
outside of China, no third party becomes involved. When goods are bought 
inside China, the joint venture enterprise may directly purchase for export. 
Alternatively, the joint venture enterprise may commission an export company 
to buy for export. The government encourages the latter method. Within any 
given province, municipality directly administered by the central government 
or autonomous region, purchase of non-nationally restricted export goods and 
goods that are not handled through an exclusive arrangement can be done upon 
application by the enterprise, a report requesting approval being made to the 
province concerned, the directly administered municipality or the autonomous 
region external economic relations and trade department (commission, bureau or 
office). In other provinces, directly administered municipalities, or 
autonomous regions, the purchase of non-nationally restricted exports or goods 
not handled through an exclusive arrangement requires the concurrence of the 
local external economic relations and trade unit and the signing of a purchase 
order by both parties. 


(6) Redistribution Within Joint Companies. Article 9 of "The Regulations" 
provides that "When a single foreign joint venture in China (including in 
different places and different sectors) operates two or more Sino-foreign 
joint venture enterprises, some of which show a surplus of lawfully obtained 
foreign exchange income and some of which show insufficient foreign exchange 
income, subject to State Foreign Exchange Administration approval, they may 
make redistributions among the various enterprise they operate in order to 
solve the problem." The single foreign joint venture referred to here means 
two or more Sino-foreign joint venture enterprises operated inside Chinese 
territory, some of which may form joint companies. Joint companies must be 
Capitalized by the same foreign trader with a parent company being set up 
above and various sibling companies being set up below. The sibling companies 
and the parent company may not be located in the same area nor may they be in 
the same industry. This provides a fairly broad scope for the investor to 
obtain foreign exchange and fairly broad avenues for selecting opportunities. 
When the parent company and the sibling companies practice unified financial 
accounting, both capital and foreign exchange may be centrally redistributed 
for use. Those that account separately must have explicit provisions in their 
joint venture contracts regarding the redistribution of foreign exchange. 
Redistribution methods are to be agreed upon by both enterprises and a report 
requesting approval made to the Foreign Exchange Control Administration. 


5. Re-investment of Renminbi. Article 10 of "The Regulations" provides as 
follows: “When the foreign joint venture investor in a Sino-foreign joint 
venture enterprise is unable to effect a balance of foreign exchange payments, 
he may re-invest renminbi profits that have been apportioned from the Sino- 
foreign joint venture enterprise in enterprises within China that are able to 
create new foreign exchange or that have newly added foreign exchange 
earnings. In addition to the preferential treatment enjoyed in accordance with 
law of having income tax payments refunded, the enterprise may receive the 
foreign exchange from the increased foreign exchange income of the enterprise 
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invested in, and may repatriate legal profits." By reinvestment of renminbi 
is meant required investment in an enterprise that is able to export and earn 
foreign exchange, such as investment in high quality manufactures, investment 
in foreign trade base development, or investment in the development of mine 
resources. Foreign traders who re-invest using renminbi are to enjoy the same 
treatment as investment using foreign exchange. Enterprises that are the 
recipients of renminbi investment by foreign traders, the foreign trader 
having 25 percent or more of the shares, are to be regarded in the same way as 
Sino-foreign joint venture enterprises and be accorded the benefits of Sino- 
foreign joint venture enterprises. 


"The Regulations" have demolished boundary lines requiring an independent 
balancing of foreign exchange by Sino-foreign joint venture enterprises. These 
new regulations not only permit enterprises to redistribute foreign exchange 
among themselves in an organized fashion, but the purview of Article 3 and 
Article 4 permits provinces, municipalities and autonomous regions to make 
lateral redistributions as well and individual industrial sectors may make 
vertical redistributions. In permitting the operation of joint companies and 
the use of renminbi for reinvestment, the regulations have also demolished 
boundary lines between regions and industries allowing redistributions on a 
nationwide scale. 


Methods for redistributing foreign exchange have also diversificd. They 
include the following: 1) Foreign exchange subsidies for a fixed period of 
time and in fixed amounts for the introduction of new technology; 2) 
Redistribution among enterprises of foreign exchange surpluses and shortages; 
3) redistribution of foreign exchange surpluses and shortages within regions 
and within industries; 4) redistribution of foreign exchange surpluses and 
shortages within joint companies; 5) redistribution of foreign exchange when 
renminbi is reinvested; and 6) use of Chinese products to take the place of 
imports in acquiring foreign exchange. 


With the implementation of these policies and legal provisions, the foreign 
exchange shortage in enterprises in which foreign traders invest in China will 
be ameliorated to a certain extent. 
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ECONOMIC ZONES 


COASTAL AREAS BENEFIT FROM ‘OPENING’ POLICY 
OW040828 Beijing XINHUA in English 0822 GMT 4 Apr 87 


[Text] Beijing, April 4 (XINHUA)--China's policies of opening to the outs{de 
world have brought about encouraging economic results along the country's 
coastal areas. 


The areas include the four special economic zones (sez), 14 coastal port cities 
and Hainan Island, as well as the three newly-established open economic areas-—- 
the Yangtze River Delta, the Pearl River Delta and the southern part of Fujian 
Province including Xiamen, Zhangzhou and Quanzhou cities, according to 

He Chunlin, director of the State Council's special economic zone office. 


Last year, the four sez--Shenzhen, Zhuhai, Shantou and Xiamen--had exported 
products worth one billion U.S. dollars, of which 725 million U.S. dollars were 
earned by Shenzhen, according to today's PEOPLE'S DAILY. 


The 14 coastal cities--Dalian, Qinhuangdao, Tianjin, Yantai, Qingdao, 
Lianyungang, Nantong, Shanghai, Ningbo, Fuzhou, Guangzhou, Zhanjiang, Wenzhou 
and Beihai--designated in 1984 by the Chinese Government to open to foreign 
investment, trade and technology, have achieved continuous increases in export 
while also producing for the home market, the paper said. 


The varieties of household electrical apparatus, light industrial products, 
daily necessities and plastic goods have been increased, and the quality of 
many machinery and electric products improved. 


The three open economic zones, set up in 1985, have increased purchases for 
export by 80 percent in the past two years, the paper said. 
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SMALL-SCALE ENTERPRISES 


IMPORTED EQUIPMENT BOOSTS FOREIGN EXCHANCE EARNINGS 
Shanghai JIEFANG RIBAO in Chinese 1 Nov 86 p 1 


[Article by Correspondent Zhang Rongde [1728 2837 1795] and Reporters Ye 
Longhai [0673 7893 3189] and Xu Yongkang [1776 3057 1660]: "New Look Appears 
in Importation of Foreign Capital in Chuansha County; Township Enterprises 
Have First-Rate Equipment; Exports Make a Fine Showing Abroad") 


[Text] A few days ago the country's first complete shoe manufacturing assembly 
line arrived at the Shenchuan Leather Shoe Plant in Liutuan Township, Chuansha 
County from Italy, the leader in shoe manufacturing. Once this imported 
production line valued at $250,000 goes into production, it will be able to 
produce 250,000 pairs of shoes annually for export, earning $1.5 million in 
foreign exchange. According to the manager of the county foreign trade 
company, foreign capital import deals for the purpose of changing production 
technology, such as the one entered into by this plant, have been employed by 
more than 10 key foreign exchange earning enterprises in the county. During 
the past year, these export plants have used various methods inwluding 
compensation trade and Sino-foreign joint ventures to bring in more than $8 
million of foreign capital, importing a number of key technical facilities, 
thereby placing themselves in a new position of dominance for earning foreign 
exchange. 


--Improvement of Product Quality. During 1986 countless numbers of scores of 
different kinds of export products were evaluated as being of dependable 
quality by foreign traders in more than 20 countries and regions. Sixteen key 
foreign exchange earning exterprises responsible for 70 percent of the 
county's export delivery value have benefited from the advantages that 
imported equipment has provided, markedly improving product quality. This 
included silk embroidery garments produced by the Beicai Silk Clothing Plant, 
which have been evaluated as being premium-quality export products, and 
dehydrated citric acid produced by the Caodong Citric Acid Plant, which meet 
the newest international standards set by the 80th edition of the British 
Pharmacoepia. Direct export delivery value of just four woolen sweater plants 
from January through September increased 90 percent over the same period in 
1985. 


--Upgrading of Product Quality. The importation of advanced technical 
equipment has brought about a rational readjustment of the makeup of export 











products throughout the county and has increased the percentage of foreign 
exchange earnings from exports. Foreign exchange earnings for the whole county 
from January through September 1986 increased 32 percent over the previous 
period in 1985, most of the increase deriving from upgrading of product 
quality by key foreign exchange earning plants. The Dongfang Silk Plant in 
Liutuan Township, which is affiliated with the Municipal Clothing Import- 
Export Co, signed $300,000 worth of compensation trade contracts with the 
North American Clothing Manufacturing Co, Inc in July 1986, and imported 
complete sewing machine equipment from Japan. Currently this plant is 
converting to the production of high-quality export clothing, and it expects 
to break the $6 million mark in foreign exchange «irnings this year, double 
earnings for 1985. 


--Expansion of Production Capacity. The courageous importation of foreign 
capital added three Sino-foreign joint venture enterprises in Chuansha County 
during 1986. Once all the projects go into production, their foreign exchange 
earnings will be $6 million. In addition, the replacement of technical 
eyguipment by plants specializing in exports has effectively increased the 
production capacity of old enterprises. The Chuanshen Craft Shoe Plant, which 
is a city technological transformation project, imported 10 computerized 
multihead embroidery machines from Japan in early 1986, thereby solving the 
problem of hand embroidering exerting a drag on production. Today the plant 
produces 15,000 pairs of embroidered craft shoes daily. Its products are sold 
in Italy. 


The manager of the county foreign trade company said that a thorough analysis 
and validation of imported technical equipment projects shows outstanding 
economic benefits obtained. There is every expectation that the investment in 
these projects will be recovered during the time period called for by 
contracts. 
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AGRICULTURE 


LIAOWANG CALLS FOR FORESTRY DEVELOPMENT FUND 
HKO10500 Beijing LIAOWANG in Chinese No 12, 23 Mar 87 p 36 


[Article by Chen Bijiang (7115 1801 1412): "Where Should the Capital for 
Forestry Development Come From?"] 


[Text] Recently, the demand that "forestry should be developed and 
investment increased" is becoming louder. A survey reveals that many 
problems have cropped up in forestry due to the shortage of investment in 
this field. Although timber prices have risen since the opening of timber 
markets in southern China, the funds obtained from these price rises are 
not adequate for forestry development due to the continuous increases in 
various types of charges and taxes. As a result, a serious situation has 
emerged in which "there is a continuous increase in the number of forest 
trees being felled." Because forestry enterprises in northern China have 
a very heavy economic burden, they have no alternative but to fell forest 
trees "without a plan." This has imposed a direct threat on forestry 
development, which is already slow due to inadequate investment and poor 
basic facilities. 


Such being the case, where should the capital for forestry development 
come from? Viewed from China's present economic strength, the state 
cannot immediately increase its investment in forestry. Therefore, many 
experts have pointed out that forestry development should rely on the 
state's policies rather than on its money. So long as the state can draw 
up a complete set of policies, investment in forestry will increase by a 
large margin and the difficulties in forestry can be easily resolved. 


--It is necessary to establish a forest pricing system. Forest prices 
refer to the prices of the forest trees that have not been felled. At 
present, forest resources in China have no prices. Forest trees have 
prices only after they are felled and become timber. Forests are a type 

of reproductive resources that regrow after being felled. This requires 
people's care and management as well as investment. Some foreign countries 
formulated a forest price system as early as 200 years ago. Forest tree 
prices in Japan now account for 50 percent of its timber prices, and forest 
tree prices in some other countries account for 70 percent of their timber 
prices, This helps guarantee the capital for forestry development. Whereas 
forest trees in China do not have any price so long as they are not felled: 
No matter how large the area of the forest may be, in economic accounting 
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people cannot see the value of the labor devoted to it. But once a forest 
tree is felled, its output value and profit will follow. This policy is, 
in fact, encouraging people to fell forest trees rather than foster them. 


Over the last few years, water conservancy departments have introduced 

the method of collecting water charges to expand water resources. This 
helps reduce state investment apart from speeding up the construction 

of water conservancy works. Many people are of the opinion that reform 
methods in water conservancy can be introduced to forestry to increase 
funds. The forest price system should be introduced to forestry: Those 
who want to fell the trees in a forest should pay the funds for forest 
resources according to the prices of the trees, which will be rationally 
determined according to the cost for growing the trees. To prevent the 
timber market from fluctuating, these funds should be obtained by reducing 
the circulating funds for timber. In this way, after the felling of a 
stretch of forest trees, the unit in charge of growing the forest trees 
will be able to use the funds for forestry development. This will ensure 
that “the more forest trees are felled, the larger the forest will become" 
and that the "mountain will always remain green." 


--It is necessary to have a full understanding of the ecological function 
of a forest and to undertake forestry by collecting funds under the 
principle that those who benefit should bear the expenses. People have 
long mistakenly maintained that forestry development is for obtaining big 
timber and that tree planting is the problem of the units that need 

timber. Because the period of forestry production is long and results are 
slow and the units in need of timber are not willing to expend their money 
on afforestation, this has affected forestry development in China. Forests 
have various functions and the purpose of tree planting is not merely to 
obtain big timber. Forests can be used to check winds, prevent soil 
erosion, beautify the environment, and purify the air. The value of these 
things far exceeds that of timber. Beginning in 1971, Japan spent 3 years 
conducting a systematic survey on the role of forest resources in preserving 
water, preventing soil erosion, purifying the air, supply oxygen, and 
protecting animals. It was discovered that the forests throughout Japan 
created an annual value of 128,000 billion Japanese yen, equivalent to the 
total value of the 1972 national budget. Scientific researchers in 
Chinese forestry also calculated the ecological value of the forests in the 
country. They pointed out that the value of China's forests is 6.5 times 
the value of their timber. This indicates that tree planting involves 

not only forestry departments and peasants, but also those who benefit from 
the ecological results of forests. Therefore, all people, factories, 
enterprises, offices, schools, and army units have the responsibility to 
share the efforts in running forestry well, and expenses for investment in 
forestry should be borne by all beneficiaries. Nonprofit-making units can 
make labor investments in forestry by sending people to participate in tree 
planting activities. Factories and enterprises can use the expenses for 
tree planting as the funds for environmental protection and management. 
These expenses will be drawn from taxes. With adequate human resources and 
money, there will be great development in China's forestry. 
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--It is necessary to reduce the target for timber import and draw some 

of the funds earmarked for timber import to exploit forest resources in 

the country. Judging by China's demand for timber, it must, for a long 
time to come, import a large quantity of timber to meet the demand. During 
the Sixth 5-Year Plan, the country's import of timber was 260 percent of 
the total import of timber over the previous 30 years. When the imports 

of aluminum, plywood, paper pulp, paper, and paperboards are added, the 
country has spent a great deal of foreign exchange. It is true that the 
import of timber has helped relax the shortage of timber in the country, 
but it has not resolved the shortage of forest resources in the country, 
nor can it ensure rehabilitation in forest areas. Therefore, some comrades 
point out that the state can use some of the money for importing timber 

to exploit and develop forest areas. If half of that money in foreign 
exchange is invested in forestry, it will provide the state with an 
additional 5 million cubic meters of timber each year, apart from playing 
an important role in rehabilitating the country's forest areas. To put 
this plan into effect, these comrades suggest that foreign trade and 
forestry departments should cooperate in planning the quantity of timber 

to be imported by the state and in making a unified arrangement for the 

use of the state's foreign exchange. 


/12858 
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AGRICULTURE 


HE KANG ANNOUNCES MOVES TO IMPROVE GRAIN HARVEST 
0W032042 Beijing XINHUA in English 1519 CMT 3 Apr 87 


[Text] Beijing, April 3 (XINHUA)--China will allocate 20 million yuan 
(5.4 million U.S. dollars) to [words indistinct] agro-techniques in a bid for 
a better grain harvest this year. 


The announcement was made today by He Kang, minister of agriculture, animal 
husbandry and fisheries. 


"The ministry will grant 100 million yuan (27 million U.S. dollars) in 
agricultural loans to help train agro-technicians and accelerate fund 
distribution," the minister said at today's opening session of a national 
meeting where a plan for a better grain harvest will be worked out. 


"China has a large population with limited arable land," the minister said. 
Adding the country's farm production has been developing unevenly with a wide 
range in output between high- and low-yield farmland. 


He said, "The ministry will focus on raising the per unit yield of grain and 
economic crops by popularizing 18 advanced scientific research results and 
practical techniques in farming, veterinary medicine, aquatic product breeding, 
reclamation and farm machinery in 28 provinces, autonomous regions and 
municipalities." 


According to He, "China plans to produce 450 billion kilograms of grain in 
1990 and 500 billion kilograms in the year 2000." 


/8309 
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AGRICULTURE 


PU CHAOZHU STRESSES AGRICULTURE AT NPC SESSION 
HK300155 Kunming Yunnan Provincial Service in Mandarin 1100 GMT 29 Mar 87 


[Text] According to XINHUA, when examining Premier Zhao Ziyang's government 
work report, Pu Chaozhu, a deputy to the Sixth NPC and secretary of the 
Yunnan Provincial Party Committee, discussed in connection with Yunnan 
reality the importance of placing the strengthening of agriculture in an 
important strategic position in developing the national economy. 


Pu Chaozhu said: The issue of agriculture is mainly the issue of grain. 

Grain production cannot be relaxed at any time. After the 3d Plenary 

Session of the 1lth CPC Central Committee, Yunnan's grain output rose for 

5 years in succession thanks to the party's good policies which stimulated 

the peasants’ enthusiasm, plus favorable weather. However, due to the weak 
foundation, grain output dropped in 1985 and 1986 when serious natural 
disasters occurred. This affected the province's entire economic development. 


We have profoundly felt from this that in order to accomplish the Seventh 
5-Year Plan, it is essential to get a good grasp of grain production and 
raise it to a new level. 


He said: How should we go about getting a good grasp of grain production? 
In light of Yunnan's practical conditions, we have adopted the following 
measures: 


First, we have continued to perfect the grain contract purchase system. The 
provincial authorities have made the following decisions: 1) The contract 
purchase quota is to be readjusted from the original 1.7 billion jin of 
trade grain to 1.5 billion jin, to ease the burden on the masses in poor 
mountain areas, take advantage of local strong points, develop commodity 
production, and increase the peasant's income. 2) The policy on linking 
grain to fertilizer and fuel and to prepayment deposits is to be firmed 

up for each peasant household before spring farming begins. 3) It is 
necessary to continue to readjust the rural production structure in light 
of local conditions. However, when reducing the grain area in order to 
expand the area of industrial crops, it is necessary to fulfill as before 
the grain contract purchase quota originally set. 4) Areas where industry 
and sideline occupations are relatively developed should continue to 
practice the method of using industry to foster agriculture. 
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He pointed out: At the same time, the provincial authorities have attached 
importance to investment in agriculture. Financial investment in agriculture 
in 1986 exceeded that of the previous year by over 600 million yuan. This 
year, amid the situation of compressing the atmosphere in the economic field, 
investment in agriculture, far from being reduced, is actually being increased. 


The provincial authorities have also vigorously grasped the popularization 
and application of agricultural science and technology. We have popularized 
eight items of applied technology, such as the use of fine-strain seed, 
improvement of red soil, using plastic sheeting for nursing rice seedlings, 
covering the plants, scientific application of manure, and measures against 
plant diseases and insect pests. Agricultural comprehensive experimental 
and demonstration areas covered a total of 2 million mu last year, and 

will be further expanded this year. 


As a result of establishing the rural science and technology services 
network, the counties have agroscience centers, the districts have farm 
technology stations, the townships have agricultural science personnel, 
and the villages have science and technology demonstration households. 
Mass technological training has been launched, which has effectively 
improved the peasants’ science and technology qualities. 


Pu Chaozhu said: These measures have further stimulated the peasants' 
enthusiasm for growing grain. Last winter and this spring, the masses 
contributed 26 million work-days in water conservancy construction work. 

The province has now completed 40,000 water conservancy projects. The 

summer grain crops are growing very well, and output is expected to show 

a rise of about 1.5 billion jin over last year. Preparations for sowing 

the autumn grain are now underway. Provided there are no particularly serious 
natural disasters, the province may set a new record in grain output this 
year. 


He said: Taking an overall view, Yunnan's grain production is still in 

the stage of opening up, and there are still very great potentials. We 
must continue to popularize the fruits of science and technology and strive 
for a relatively big increase in grain production, to stimulate the steady 
development of the province's entire rural economy. 


/12858 
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SCHEME TO INCREASE GRAIN PRODUCTION ANNOUNCED 
OWO51703 Beijing XINHUA in English 1500 GMT 5 Apr 87 


[Text] Beijing, April 5 (XINHUA)—-China has launched a new scheme to boost 
its grain production and other sectors of the rural economy, Chen Yaobang, 
vice minister of agriculture, animal husbandry and fisheries, announced today. 


The scheme, called “bumper harvest,” is designed to speed up the application 
of advanced technology over vast areas to achieve the projected target of 
increasing the nation's grain output to 450 million tons in 1990 and 

500 million tons in 2000. 


"China has limited farmland relative to its population," Chen said. "The 
only way of achieving the target is to use advanced agro-techniques to increase 
the per unit output,” Chen said. 


In addition to crop farming, he said, the scheme will involve animal husbandry, 
fisheries and the farm machinery industry. 


Researchers can apply for permission to have any finding of theirs included 
in the scheme so long as it can help raise output, improve the quality of 
agricultural products and productivity, reduce the cost of production or 
pollution in a large scale and over large areas. 


Eighteen projects are planned for this year, including use of advanced 
techniques to raise rice and wheat output on more than 666,600 hectares 
each, and sowing hybrid seeds of corn, soybeans and cotton to more than one 
million hectares. 


The ministry will allocate 20 million yuan for the “bumper harvest" scheme, 
and the Agricultural Bank of China will also extend special loans for the 
purpose, Chen said. 


Projects will be carried out on a contractual basis, said Chen, adding that 
a “bumper harvest" award will be set up for those who have overfulfilled 
the norms prescribed in the contracts they signed with the authorities. 


/8309 
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AGRICULTURE 


SECOND STAGE OF LAND RECLAMATION PROJECT 
OWO50812 Beijing XINHUA in English 0637 GMT 5 Apr 87 


[Text] Beijing, April 5 (XINHUA)--China has planted some 2 million hectares 
of trees in the second stage of its project to reclaim arid land in northeast, 
northwest, and north China. 


Qin Fengzhu, China's representative to the 13th session of the Asia-Pacific 
forestry commission here, also said that 870 million trees and more than 
180,000 hectares of grass and saplings have been planted and cultivated 
since the first stage of project was completed in 1985. 


"The three norths" are dry or semi-dry regions. To protect the regions from 
soil erosion and drought, the Chinese government began to plant shelterbelts 
in 1978. 


Qin said that China is carrying out the policy that “the trees belong to these 
who plant them" and all state, collective units and individuals plant trees. 
Individuals are especially encouraged to plant trees. Thanks to this policy, 
more labor and money are being put into the work. 


Qin said that "a green great wall" is now stretching across north China. 


/8309 
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AGRICULTURE 


DROUGHT-STRICKEN AREAS TO RECEIVE ASSISTANCE 
0WO71428 Beijing XINHUA in English 1422 GMT 7 Apr 87 


[Text] Beijing, April 7 (XINHUA)—China's drought-stricken areas will receive 
an additional 50 million litres of diesel, 80,000 tons of chemical fertilizer 

and an unspecified amount of money from the central authorities, the FARMERS’ 

DAILY has reported. 


The drought, which began last winter, is continuing in many parts of China, 
the Beijing-based paper said. 


In Shandong Province, peasants have diverted one billion tons of water from the 
Yellow River to irrigate 600,000 hectares of farmland. 


The Hebei provincial government has allocated an additional 100,000 kwh of 
electricity to drought-stricken areas. Shanxi Province has arranged the 
delivery of six million litres of diesel for such areas, according to the 
paper. 


/8309 
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AGRICULTURE 


RESEARCH PROGRAM LAUNCHED TO PREVENT FOOD WASTE 
HKO80518 Beijing CHINA DAILY in English 8 Apr 87 p 3 
["New Research Cuts Huge Waste of Food"™] 


[Text] A national programme covering 73 research projects in the food industry 
has been launched to cut down the huge waste of fruit, vegetables and grain 
caused by inadequate preservation and barn infestation. 


Designed for the Seventh Five-Year Plan (1986-90), the programme will mainly 
focus on these four areas: 


Better use of raw materials like flour and edible oil, further processing of 
corn and yam; storage and preservation technology; more production of additives 
and food hygiene testing technology. 


According to China Food News, waste of fruit, vegetables and grain is widespread 
because of the lack of proper storage facilities and preservation methods. 


Each year 1.575 million tons (25 percent) of the country's fruit output and 
2.1 million tons (20 to 30 percent) of vegetables are left to rot. 


There is also an appalling loss of grain due to inadequate storage, said the 
paper. According to a survey conducted in 19 provinces and cities, vermin 
and other pests eat between 7 and 12 percent of grain stocks. 


The current programme for scientific and technological projects in the food 
industry is aimed at updating existing food processing and preservation 
technology and curbing the mounting waste, the paper said. 


Approved recently by the State Planning Commission and the State Economic 
Commission, the programme lists a series of major research projects considered 
of great importance to the national economy and the people's livelihood, the 
paper said. 


Research on basic raw materials will concentrate on processing flour and oil 
and vegetable protein into special raw materials for different purposes. 
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In the late years of the Seventh Five-Year Plan, for example, nine kinds of 
special flour will be available for making noodles, dumplings and bread. 


Research 
Priority will also be given to research on food storage and packaging. 


Different kinds of packaging materials will also be developed for beverages 
and yam. 


The paper said China will pay special attention to the development of products 
made from corn and potatoes-—-the country's two major agricultural products. 


Such crop processing technology will enable China to produce starch and methyl 
alcohol from yam and corn. Experts believe that the economic returas 
resulting from the intensive processing of these two crops can be doubled or 
even trebled. 


Developing food additives will be another important aim of the research 
programme. The paper said that the United States now uses more than 3,000 
additives, while China has only about 500 kinds, four-fifths of which are 
semi-natural essences or spices. 


/8309 
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AGRICULTURE 


RECENT OUTBREAK OF FUNGAL PFSTS IN HEXI CORRIDOR WHEAT CROPS 
Tianjin ZHIWU BAOHU [PLANT PROTECTION] in Chinese No 2, 8 Apr 86 pp 12-13 


[Article by Meng Youru [1322 2589 0320] and Wei Shenglong [7614 3932 7893] of 
the Zhangyi Agricultural School, Gansu Province; Zhang Baoshan [1728 0202 0810) 
of the Zhangyi Prefectural Department of Agriculture and Grazing; and Li Ziwen 
[2621 1311 2429] of the Zhangyi Reclamation Branch Company] 


[Abstract] Wheat, barley, and oats are the main crops cultivated in the Hexi 
[west of the Huang He] Corridor, in Gansu Province. Eleven different wheat 
pests were reported in a 1959 publication; 22 pests were reported by Wei 
Yonliang [7614 0516 5308] of Gansu Agricultural University in 1983. During 

5 years of investigation, the authors discovered 10 more fungal pests in the 
province, not yet reported: Wheat false black-spot disease (Alternaria tenuis 
Nees. as the pathogen) occurs in flooding years, such as 1983 in Zhangyi 
County. Wheat brown-spot disease (Ascochyfa graminicola Sacc. as the pathogen) 
occurred in Minluo and Shandan counties in 1983 with only light damage. Wheat 
anthrax (Colletotrichum graminicolum (Ces) Wilson as the pathogen) can cause 
empty grains and lodged plants, as was the case in Minluo and Shandan counties 
in 1983. Wheat snow-mildewing disease (Fusarium nivale (Fr.) Ces. as the 
pathogen) occurred in 1982 in Gaotai County, with an outbreak rate as high 

as 5.2 percent in a seed farm in the county. Wheat stalk mildewing-spot disease 
(Phoma epicoccina Puni (Corda) Wr & Hochapf as the pathogen) occurs on leaves 
and tassels of spring wheat, widely dispersed in 1983 in Minluo County. 

Wheat leave-withering disease (Pleospora herbrum Rabh. as the pathogen) 
occurred sparsely in Minluo and Shandan counties in cold, late-maturing spring 
wheat region. Barley black-mildewing disease (Mycospherelle tasaiana (De Not.) 
Johns as the pathogen) mostly occurs in damp regions of the northern slope 

of the Qilian Mountains, rarely seen in drought years. Barley spot disease 
(Phoma Sorghina (Sacc) Boerema et al. as the pathogen) cccurs in late- 
ripening barley crops in the damp zone. Oat anthrax (Colletotrichum graminicola 
(Ces) Wilson as the pathogen) occurs in cold, damp years; the pest caused 

light damage in the Sunan, Minlou, and Nanfeng regions of the Zhangyi area. 
Oat-streaking disease (Drechslera graminea (Rab. & Sche.) Schaemeker as the 
pathogen) occurs in cold, damp regions. In some oat varieties, the infection 
rate could be as high as 11.4 percent, as in Shandan County in 1984. 


10424/6662 
cso: 4011/9 
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AGRICULTURE 


AGRICULTURAL STATISTICS EXPLAINED 
Taiyuan SHANXI NONGMIN in Chinese 20, 27, 24 Jan 87 


[Article by the Shanxi Statistics Bureau: "A Brief Explanation of 
Agricultural Statistics"] 


[20 Jan 87 p 2) 
{Text] Gross Income in the Rural Economy 


This is also called distributable income. It refers to that portion of the 
year’s operating income in a unit (including centralized operations, contract 
operations, new economic associations, and independent peasant operations) 
that can be used to defray that yeur's expenses. It also refers to the 
various items of operating income (including cash and income in kind) from 
agriculture, forestry, animal husbandry, sidelines, fishery, industry, 
construction, transportation, commerce, the catering trade, and service 
industries, as well as interest, rent, and other nonproduction income, that is 
distributed among the state, the collectives, and the peasants. However, it 
does not include loan income, deposits for advance purchases, state 
investment, peasant investment, or nondistributable credit or suspense income. 


Total Expenses in the Rural Economy 


Total expenses refers to the various expenses that must be borne in the 
current year in order to achieve the operating income for that year. It 
includes production expenses, management expenses, and other expenses. 


1. Production Expenses: For planting and forestry this includes the cost of 
seed and seedlings, chemical fertilizers and cake fertilizers, pesticides, 
plastic film, irrigation, tractor plowing, electricity, procuring small farm 
tools, and wages for hired labor. In the livestock industry it includes the 
cost of purchasing piglets, seed eggs, and chicks and the cost of disease 
prevention, breeding, forage grass, and feed. In sideline industries it 
includes the cost of tools for collecting and hunting, raw materials and fuel 
for household handicrafts, and so forth. In fishery it includes various 
expenses. In the transportation and freight industries it includes fuel 
costs, repair costs, and tool costs. In construction, commerce, and service 
industries, it includes various expenses. 
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2. Management Expenses: This includes t! the current 
year in management and operations--writt: it or official 
business, account books and vouchers, | ; zht, heat, rent, 
and so forth. 


é 


3. Other Expenses: This includes var f production 
expenses and management expenses, such fie research, 
loan interest, losses in storag r allowances, 


entertainment, and gifts. 


Per Capita Net Income 


Per capita net income is also ca ne for rural 
residents. It refers to rural residents’ t mn allocate of 
their own accord, obtained through to, : ; collective, 
centrally operated units; new economic as i operations. 
The method of calculation is to subtract " ‘ural economy” 
and the surplus after “state tax reve: | sithholdings” from 
the “gross income in the rural economy in | ' is figure is 
divided by the total population participatt: ) the current 
year to obtain an avarage figure. Th ' flecting the 


current peasant standard of living a: 


Gross Grain Output 


Gross grain output refers to the gr grain crops 
produced on cultivated and noncultivated irea in the 
current year (including potato and } . tato crops, 
for which 5 kg of root tubers are figur r of grain, all 


grain crops are measured as raw, 


Specialized Households 


Specialized households are a new pher reat numbers 
since rural reform. They are repres: ve force. In 
the current phase four criteria for sp: peen centrally 
stipulated across the country: 1) Th r force (those 
within the household labor force wh ilty and a 
facility for operations and manage: labor force 
must be engaged in in some speciali: activity 
more than 60 percent of the time (fig ) Specialized 
income must account for over 60 per t income. 3) 
The percentage of marketable specializ percent (or 
over 60 perceut for specialized gr | . 4) Income from 
products sold (including service | . more higher 
than the average per capita income it nouseholds 
in the region (or county), or the averag 7 must total 
over 700 yuan. Households that meet ¢ imultaneously 


may be figured as specialized hous: 








New Economic Associations 


New economic associations refers to voluntarily associated pre-production, 
production, and post-production economic organizations formed among some rural 
households since the 3rd Plenum of the 11th Central Committee. They are 
founded on the principles of voluntary association, mutual benefit, integrated 
operations, and joint management among laborers. They possess a specified 
scale of organization, a workplace, fi-:ed personnel, a relatively stable 
entrepreneurial project, a business accounting system, and an allocation 
system. Seasonal economic associations must integrate operations for a period 
of 3 months or more. However, this does not include individual and multi- 
household collective enterprises coordinated under contract, certain multi- 
project enterprises among contracting enterprises, or individual enterprises. 


[22 Jan 87 p 2] 
[Text] III. Launching Sample Surveys Vil.age by Village 


To launch a sample survey village by village, take the village as the 
population for the sample survey, draw a portion of the peasant households to 
conduct the sample, and calculate the total figures for the village from the 
sample survey figures. 


IV. Sample Survey Methods 


A. Consider the Village To Be the Population and Draw Upon Peasant Households 
To Make Up the Sample 


Methods of drawing peasant households are as follows: Where conditions 
permit, all villages should generally adopt the method of "queuing indicators 
to draw the households symmetrically and isometrically." Where, for the 
moment, conditions do not permit, villages can also adopt the “category 
delimitation" method of household selection. 


1. The way to queue indicators to draw households isometrically is as 
follows: First of all, prior to the harvest season for agricultural crops 
(summer or autumn), conduct an item by item, plot by plot estimation of yield 
for all peasant households in the sample population and further verify the 
sown area for each kind of farm crop. Second, pool the figures and calculate 
the estimated output of agricultural crops for each household and for the 
Sampie population. Third, queue the households in the sample population from 
lowest to highest per-mu grain yield (namely, the pertinent indicator--in 
villages that produce primarily summer grain this would be the per-mu wheat 
yield and in villages that produce primarily autumn grains it would be the 
average per-mu yield for mixed autumn grains). Then, based on accumulated 
area and the number of households drawn, calculate the total sample distance, 
determine a random starting point, and draw the sample households 
Symmetrically and isometrically. 


2. The way to queue without regard to indicators to draw households 
isometrically is to queue all peasant households in the sample population 
according to the housenold registration sequence, the surname stroke order, or 
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the quantity of labor power. Calculate the total sample distance based on the 
total number of households in the queue and the number of households to be 
drawn, and then determine a random starting point and draw the sample 
households symmetrically and isometrically. 


3. The category delimitation method of household selection is as follows: 
Divide all peasant households in the sample population into high, middle, or 
low categories based on production level. Calculate the proportion of each 
type of peasant household and the number of households tuo be selected, and 
then calculate the number of households that s' uld be selected from each 
category. Then classify and select households -ruly representative of each 
category. However, take care that the sample population does not include any 
households that meet the state-stipulated standards for specialized 
households. Use a household by household survey and registration method to 
obtain the figures for their agricultural output and income. 


4. The number of survey households to be drawn should be figured this way: 
Based on the number of households in each village and the differences between 
sampling methods, the respective numbers of households to be drawn are 
formulated as follows: when queuing indiecatcecrs to draw households 
isometrically, 10 to 15 households should be drawn in viilages of 200 
households or less and 15 to 20 should be drawn in villages of over 200 
households. When queuing without regard to indicators to draw households 
isometrically, or when selecting households vy category delimitation, 15 to 20 
households should be drawn in villages of 200 households or less and 20 to 25 
should be drawn in villages of over 200 households. In small mountain villas 
having very few households, the whole-village method of household by household 
Survey and registration can be adopted and it is not necessary to draw 
households for extrapolation purposes. 


R. Conducting a Simple Check of Hepresentativeness 


After the sample households ure drawn a simple check of represerntativeness 
should be made. When queuing indicators to draw huouseholds, the 
representative error in grain output should be within 2? percent and the 
representative error in average per capita income level should be within 3 
percent. When queuing without regard to indicators to draw households or when 
selecting households by category delimitation, the per-mu grain yield and 
peasant income level of the drawn households should be calculated and their 
representativeness should be analyzed with reference to pertinent data in hand 
and actual conditions. If the sample is insufficiently representative a new 
drawing should be conducted or adjustments made in the exceptional households. 
Ordinarily no more than three households should be adjusted. 


C. Reporting Data on Selected Survey Households To the Authorities 


After the task of selecting sample households is completed, each village 
Should give a copy of firsthand data to the people's government of the 
township (or town) and to the county statistics bureau for future reference. 
This data includes the plot by plot register of sown area and chart of 
estimated yield, the queue list, the sample forms, and the list of 
adjustments in sample households. 
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). Separately Conducted Surveys of Farm Crop Output and Peasant Household 
Revenues and Expenditures on Production and Operations 


1. The survey of farm crop output is conducted as follows: First, verify the 
registered growing area for farm crops household by household. Ten days prior 
to the crop harvest season, do a conscientious and meticulous plot-by-plot 
estimate of yield for survey households and arrive at an estimate of output. 
After the crop harvest is essentially completed, weigh and register the yield 
of each household in the sample survey to obtain the actual output. 
Extrapolate from this to the crop yield for the entire village. The 
extrapolation method is as follows: For villages in which households were 
drawn by queuing indicators; villages in which there was a comprehensive, 
household-by-household survey; and villages in which households were selected 
by category delimitation, when the estimated yield is calculated first compute 
the average per-mu output and then multiply by the growing area for each type 
of crop. Finally, add on actual output in specialized households, cooperative 
organizations, and collectives. Actual output: No matter which method of 
household selection is adopted the average per-mu yield for each kind of crop 
should first be calculated for each survey household, and then the growing 
areas of various types of crops should be differentiated. 


2. The survey of peasant household revenues and expenditures on production 
and operations is conducted as follows: Each year the annual report period is 
divided into the estimated and the actual. First, registration accounts, 
registration lists, and ordinary and occasional registers should be prepared 
for the survey households. These should be computed once a month and pooled 
by the county at the end of the season or semiannually. At the annual report 
period the accounts or statistics of the village people's committee should be 
verified and reexamined. Afterward, the quantity of peasant household 
revenues and expenditures on production and operations can be extrapolated for 
the entire village. The extrapolation method is as follows: First, pool 
figures to obtain totals for survey data on the surveyed households, then 
divide the totals for each indicator by the ratio of the total surveyed 
population to the total village population. This will produce the total 
village figures for peasant household revenues and expenditures on production 
and operations. One can also opt to first pursue the average per capita level 
for each indicator in the sanple households and then multiply by the total 
population in the survey population to calculate the data for peasant 
household revenues and expenditures on production and operations in the entire 
village. 


We obtain data on income at each economic level in the countryside as follows: 
for village enterprises we acquire data directly from the various enterprises; 
for collective, centralized operations we get data from village accounts; for 
the various cooperative economic organizations we glean data from one-by-one 
surveys; for peasant household operations we obtain data by extrapolating from 
surveyed households and adding data from one-by-one registrations of 
specialized households. 
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[24 Jan 87 p 2) 
[Text] E. Collecting and Reporting to Authorities 


After the survey is completed, each village should report collected data on 
overall agricultural output and the distribution of agricultural income, as 
well as individual data on surveyed households, to the people's government of 
the township (or town). After the statistical work station of the town (or 
township) people's government verifies and pools the data and reports it, the 
examined and revised figures are not sent to a higher level. Statistical 
departments agree that it is not permitted to make revisions or alterations at 
will. 


V. Statistical Issues To Take Note Of 


A. What Relationship Does Gross Income in the Rural Economy Bear to the Gross 
Values of Rural Social Output and Agricultural Output, and How Does It Differ 
From Them? 


The gross income in the rural economy and the gross values of rural social 
output and agricultural output are the major indexes of rural statistics. The 
gross income in the rural economy refers to real income in the current year 
from production and entrepreneurial activities in the five major sectors of 
rural material production. The gross value of rural social! output refers to 
the total quantity of all products produced in a calendar year in the five 
major sectors of rural material production, as expressed in monetary form. 
The gross value of agricultural output refers to the total quantity of all 
products produced in a calendar year in agriculture, forestry, animal 
husbandry, sidelines, and fishery, as expressed in monetary form. There is a 
relationship among these three indexes, and there are also differences between 
them. The characteristic they hold in common is that they all show the 
results of production in the current year in monetary form. There are two 
major differences, as follows: 


1. The scope of the calculations differs. The gross value of agricultural 
output is the gross value of agricultural, forestry, livestock, sideline, and 
fishery products, and it is the primary component in the gross value of rural 
social output. The gross value of rural social output includes only the 
fruits of production from the five major sectors of rural material production: 
agriculture, rural industry, the rural construction industry, the rural 
transportation industry, rural commerce, and the catering trade. In addition 
to income from the five major material production sectors, the gross income in 
the rural economy also includes income from the service industry and 
productive labor, as well as Interest, rent, and other nunproduction income. 


2. The ealeculations methods differ. The gross value of rural social output 
must compute the total results of production for the current year, whereas the 
gross income computes only the portion that can be directly budgeted in the 
current year. For example, the gross value of rural social output must 
compute the quantity of growth in artificially reforested woods; reproduction, 
growth, and weight gain in large and small livestock; rural construction 
project costs; and so forth. Gross income, on the other hand, does not 
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compute these factors because they are not realized income. Gross income 
computes income from the sale of saplings, seedlings, fish fry, piglets, and 
other items, whereas the gross value of output does not compute them because 
they are not the final products of production. 


It is thus clear that the gross income in the rural economy and the gross 
value of rural social production are two indexes which differ in scale and 
method of computation and in usage. They cannot be substituted for each 
other. 


3 


B. Does Per Capita Net Income in the Countryside Include Only Cash Income? 


Per capita net income is a major index reflecting economic development and the 
peasant standard of living in the countryside. However, some people 
mistakenly believe that per capita net income refers just to cash income 
actually received. This is incorrect. Per capita net income is what is 
received after the remainder of the gross income minus various expenses, 
taxes, and withholdings is divided by the population partaking in the 
allocation. Per capita net income refers to the total income in the current 
year obtained from agricultural, forestry, animal husbandry, sidelines, and 
fishery products, and from industry, construction, transportation, commerce, 
and catering and service trades, minus expenses. It is clear that the current 
year's cash income is not all net income. If a fattened pig is sold for 200 
yuan, approximately 150 yuan must be deducted for various costs such as feed, 
epidemic prevention, breeding, and so forth. However, if one has no cash 
income, but only a product income, this must also be reckoned as net income. 
For example, self-produced grain, vegetables, and fruit harvested in the 
current year for one's own consumption or use should also be calculated within 
net income. 


C. When Statistical Personnel at Each Level Report Statistical Figures to the 
Higher Authorities, Can They Only Report Them After Approval by the Party and 
Government Leaders at Their Own Level? 


It is stipulated in chapter 1, lines 6 and 7 of "Statistical Methods," that 
"The leaders of each locality, department, and unit may not modify the 
statistical mechanism or statistical data provided by statistical personnel in 
accordance with this method and the statistical system..." and "The 
statistical mechanisms and statistical personnel may not be infringed upon in 
the exercise of their powers to independently conduct statistical surveys, 
make statistical reports, and exercise statistical supervision in accordance 
with the provisions of this method." Leaders and statistical personnel at all 
levels must implement the "Statistical Methods," uphold the principle to seek 
truth from facts, report the situation accurately, complete the glorious 
mission assigned by the party and the state, and make a contribution to 
socialist modern construction in China. 
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AGRICULTURE 


PRESENT STATUS, TREND OF PESTICIDE POLLUTION IN HEILONGJIANG 


Beijing NONGYE HUANJING BAOHU [AGRICULTURAL ENVIRONMENTAL PROTECTION] in 
Chinese No 4, Aug 86 pp 38-41 


[Article by Shao Guozhang [6730 0948 3864] 


[Abstract] Since 1979, the Heilongjiang provincial departments of agricul- 
ture, environmental protection, cereal grain, commercial inspection, and 
public health have conducted investigation and studies on the status of pol- 
lution by organic chlorine pesticides in grains, meats, as well as soils, 
vegetables, and other foodstuffs. In the decade of the 1970's, heavier use 
of herbicides was up by a factor of almost 10 while insecticides were used 
twice as much but there was a slight decrease in bactericides. However, as a 
whole, although pollution with organic chlorine pesticides exists in general, 
it did not pose a serious problem. Pollution of meats was relatively high: 
666 and DDT were detected in all meat samples examined. Owing to high organic 
matter content in black soil, the residue of organic chlorine pesticides in 
wheat was also high. 


The organic chlorine agents were still predominant in the 1970's, although 
organophosphate agents and copper sulfare, among others, showed higher in- 
creases. In the 1980's, more than 40 kinds of pesticides were applied and 
demonstrated. From incomplete statistics, the average application of farm 
chemicals was as follows: 87 percent was in insecticides, 8 percent in 
herbicides, and 5 percent in bactericides. 


In 1980, 23,000 tons of farm chemicals was applied in the province: more than 
100 grams per mu of farmland. At the time of writing, no more organic chlorine *® 
pesticides are in production, and the inventory was also exhausted in 1984; 
however, residues in soils will persist for some 6.5 to 10 years. During 

this time, crops still can absorbe these residues from the soil. By 1990, we 
will be well on the way for soil residues decreasing to undetectable levels. 

As for other kinds of farm chemicals, their soil residues usually do not per- 
sist for more than a year, so disappearance of trace amounts of these chemi- 
cals in crop are rapidly becoming undetectable. Three tables list data on the 
detoxification coefficients of the major pesticides in Heilongjiang Province, 

a comparison of pesticide residues in cereal grains harvested in the Songhua and 
Nen river plains, on the one hand, and the province as a whole, on the other, 
and describe the status of pollution with organic chlorine pesticides in grains 
and meats in the province. 

/10424/6662 
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AGRICULTURE 


BRIEFS 


AGRICULTURAL LOANS--At the beginning of 1987, loans from agricultural 
banks and credit cooperatives increased 30.4 billion yuan and 16.8 
billion yuan respectively, over the beginning of 1986, increases of 35 
percent and 273 percent. In 1986 agricultural banks allocated 7.64 
billion yuan to collective and rural households for forestry, livestock, 
and fisheries, an increase of 66.6 percent over 1985. Loans for the 
"spark plan" were 55 million yuan. [Excerpt] [Beijing ZHONGGUO NONGJIINA 
BAO in Chinese 14 Feb 87 p 1] 


NET MONGGOL AGRICULTURAL LOANS--In January, agricultural banks in Hei 
Monggol allocated 88,120,000 yuan in loans for agricultural and livestock 
production, a 30 percent increase over the same period in_ 1986, 
[Excerpt] [lfohhot NEI MENGGU RIBAO in Chinese 3 Mar 87 p 1] 


JIANGXIT AGRICULTURAL LOANS--Since the beginning of March, agricultural 
banks and credit cooperatives in Jiangxi Province have allocated 1.1 
hillion yuan in loans for grain production, a 6 percent increase over 
1985. In January and February, 245,590,000 yuan in loans were allocated, 
an increase of 112 percent over the same perion in 1986. [Excerpt] 
[Nanchang JIANGXI RIBAO in Chinese 11 Mar 87 p 1] 


HEBEL CATTLE EXPORTS--In 1986, the Hebei Grain, Edible Oil and Food 
Import and Export Corporation exported 19,000 head of cattle, and earned 
more than $7 million in foreign exchange. [Excerpt] [Shijiazhuang HEBEI 
RIBAO in Chinese 23 Mar 87 p 2 


FARM PRODUCE PROCESSING MACHINES--Beijing, 2 Apr (XINHUA)--Officials here have 
predicted an 8 percent increase this year in the output of machines for 
processing farm and sideline products, the ECONOMIC DAILY reported today. 
Economic reforms and the resulting diversified economy have resulted in more 
farm and sideline products. "Consumers are also demanding better processed 
food, said the paper, adding that these all lead to a higher demand for such 
machines. Machines for processing tea and complete sets of oil-pressing equip- 
ment will enjoy the hottest sales this year, the paper quoted officials as 
saying. Complete sets of equipment and machines for fine processing will 
generally see greater demand, the paper said. [Text] [Beijing XINHUA in English 
1134 GMT 2 Apr 87 OW] /8309 
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MARKETABLE GRAIN CENTERS PLAN--Beijing, 2 Apr (XINHUA)—-China has designated 
100 marketable grain producing centers for the present 5-year plan (1986-1990), 
an official revealed here today. Of the centers jointly planned by the State 
Planning Commission, the Ministry of Agriculture, Animal Husbandry and Fisheries, 
and relevant provinces and autonomous regions, 68 are wheat and 32, rice. They 
are located in 16 provinces and autonomous regions, and will require a total 
investment of 190 million yuan (about 52 million U.S. dollars) which will be 
shared by central and local authorities. "The program is aimed at keeping 
China's grain production increasing at a stable rate and realizing the goal 

of producing between 425 and 450 million tons by 1990," he said. During the 
Sixth 5-Year Plan (1981-1985), China built 50 marketable grain producing 
centers, resulting in a delivery of 35 million tons of grain to the state, 
double the previous amount. [Text] [Beijing XINHUA in English 0838 GMT 

2 Apr 87 OW] /8309 


ARID LAND DEEP AFFORESTATION--Beijing, 2 Apr (XINHUA)—-China is extending deep 
afforestation technology in the dry land of the northeast, the north and the 
northwest according to the Ministry of Forestry. The technology was developed 
by the China Academy of Forestry after 6 years’ research, and the 2,000 hectares 
of poplar, willow, and other 5 kinds of trees planted in arid areas are growing 
well. The technique involves using drilling holes to 20 cm below the under- 
ground water level. This helps the new trees quickly reach the warm and moist 
layers. Experts agreed that the technology is feasible not only in the arid 
and semi-desert regions but also in the grasslands, mountainous areas and 
regions with non saline-alkaline soil where the underground water level is 
about 1 to 3 meters below the surface. [Text] [Beijing XINHUA in English 

1102 GMT 2 Apr 87 OW] /8309 


YUNNAN AGRICULTURAL INVESTMENT--As of the end of 1986, expenditures on 
agriculture in Yunnan Province were 575 million yuan, an increase of 38,2 


poaqent over 1985. [Excerpt] [Kunming YUNNAN RIBAO in Chinese 19 Mar 87 
p 2 


YUNNAN SALES OF FARM PRODUCTS--In January, net sales of farm production 
materials in Yunnan Province were 31,710,000 yuan, a 21 percent increase 
over the same period last year. Fertilizer sales increased 29 percent; 
323 tons of pesticides were sold, a 22 percent increase over 1986; and 
173 tons of plastic film were sold, a 9 percent increase. [Excerpt] 
[Kunming YUNNAN RIBAO in Chinese 24 Feb 87 p 2] 


JIANGXI FERTILIZER OUTPUT--As of 10 February, 40 chemical fertilizer 
enterprises in Jiangxi Province produced 133,495 tons of fertilizer, 
accounting for 10.7 percent of the annual plan, and a 43 percent increase 
over the same period last year. [Excerpt] (Nanchang JIANGXI RIBAO in 
Chinese 23 Feb 87 p 1] 


YUNNAN SPICE EXPORTS--In 1986, spice exports earned more than $5.7 
million in foreign exchange for Yunnan Province; from January to March 
spice exports earned more than $1.2 million in foreign exchange. 
[Excerpt] [Kunming YUNNAN RIBAO in Chinese 18 Mar 87 p 1] 
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ZHEJIANG RURAL SAVINGS--As of the end of February, rural deposits in 
chejiang Province were 6.796 billion yuan, a more than 50 percent 
increase over the same period in 1986, and an increase of 815 million 
yuan over the end of 1986. Per capita savings were 206 yuan. [Excerpt] 
[Hangzhou ZHEJIANG RIBAO in Chinese 22 Mar 87 p 1] 


MIAN PIG EXPORTS--In the first two months of 1987, Ihinan Province 
exported more than 84,000 pigs to Ilong Kong; on 7 March more than 1,000 
head were shipped to Ileng Kong. [Excerpt! [Changsha IMNAN RIBAO in 
Chinese 8 Mar 87 p 1] 


STCHUAN AGRICULTURAL LOANS--In January and February, agricultural banks 
and credit cooperatives in Sichuan Province allocated more than 1.5 
billion yuan in loans for spring plowing, a 188.2 percent increase over 
the same period in 1986, loans for grain production increased 167.3 
percent. Excerpt! [Chengdu SICHUAN RIBAO in Chinese 24 Mar 87 p 1] 


SHANDONG HEMP SHORTAGE--In 1987, Shandong Province will need 1,200,000 
dan of ambari hemp, but supply will be only 800,000 dan. Purchases have 
been insufficient, stocks have declined, and the sown area has 
decreased, This year the area planted to ambari hemp is only 255,100 mu, 
a 29.25 percent decrease over 1986. [Excerpt] [Beijing NONGMIN RIBAO in 
Chinese 26 Mar 87 p 2] 
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LABOR 


WORKER SUPPORT FOR POLITICAL, ECONOMIC REFORMS SURVEYED 
Beijing GONGREN RIBAO in Chinese 15 Oct 86 p 1 


{Article by Gao Liangdong [7559 5328 2767): "“ACFTU Holds News Conference To 
Provide Survey Results on Basic Status of Staff Members and Workers Throughout 
the Country; Brand New Changes Have Taken Place in the Ranks of the Country's 
Working Class and the Broad Masses of Staff Members and Workers Are the 
Staunchest Supporters of Reform") 


[Text] The country's working class in which middle-aged and old staff members 
and workers form the backbone and young staff members and workers form the 
Main body is a corps that actively forges ahead, pioneers, and is imbued with 
bright prospects and hopes. This corps is the main force for reform and is 
fully confident that reforms are bound to succeed. History will prove that 
the Chinese working class has created a brand new era through reform and as a 
result of reforms the era will bring forth a brand new working class 
generation filled with vigor and vitality. This was the view expressed by 
Secretary Yu Qing [0060 1987] of the All-China Federation of Trade Unions at 
the 14 October News Conference held by the ACFTU at which the ACFTU issued the 
"Report on Survey Results on Basic Status of Staff members and Workers 
Throughout the Country." 


From March through May 1986, the ACFTU organized more than 10,000 trade union 
cadres in every province, municipality, and autonomous region using face-to- 
face dialogue and “opinion survey questionnaires" to conduct a systematic and 
comprehensive survey of the basic current status of the staff member and 
worker corps. Nearly 1 million people were involved in the survey, 770,000 of 
them filling in the “opinion survey questionnaire" (with 640,000 valid 
questionnaires being turned in), more than 30,000 people being interviewed, 
and more than 10,000 discussion sessions being held. Individual survey teams 
collated more than 5,000 survey reports, reports on special topics, and data 
derived from conversations containing more than 10 million words. Following 
computer processing, several hundred thousand pieces of data have been 
obtained. These materials include both scientific statistics and actual 
conversations and both qualitative analysis and quantitative analysis that are 
representative and scientific. This large-scale survey of the status of staff 
members and workers was the largest scientific survey made since founding of 
the People's Republic. 
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masses of staff members and workers also evaluated rather highly the several 
major policies for reform. They endorsed and supported reform primarily 
because they realize that the party's policies have imbued the country's 
politics, economic situation and social life with vigor and vitality. The 
staff members and workers said: The class struggle and political campaigns of 
the past severzl decades have caused us great suffering. Had the same 
unremitting attention been given to construction as now, the economy would 
have improved even faster. They also said: It is a surprise for reform to be 
so effective; it is a surprise for the economy to develop so rapidly; it is a 
surprise that the country changed so fast; and it is a surprise that life has 
improved so remarkably. Next, reforms brought real benefits for staff members 
and workers and their standard of living improved and rose sarkedly. The 
staff members and workers said: To have spoken about a rise in the standard 
of living 2 years ago would have required doing some figuring and comparing, 
but now food, clothing, shelter, and consumer goods are available; the 
Standard of living has risen remarkably! 


In the course of the survey, some ideas were also proposed about the various 
unhealthy tendencies that still exist, insufficient exercise of staff members 
and workers democratic rights, and the not very large role of trade units at 
all levels. It is hoped that these matters will be improved quickly. 
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MINERAL PRODUCTION, EOONOMIC IMPORTANCE REPORTED 
Beijing LIAOWANG [OUTLOOK] OVERSEAS EDITION in Chinese No 44, 3 Nov 86 p 16 


[Article by Wang Xinima [3769 2450 5478] and Wang Huizhang [3769 1920 4545]: 
"Mineral Production Industry Has Become an Important Pillar in China's 
Economic Construction" ] 


[Text] Last year, the gross output value of China's mineralogical industries 
was nearly 60 billion yuan, fourth in the world, and comprising 60 pezcent of 
the annual industrial output value for that of processing industries and that 
of raw materials industries which make mineral products their foundation. At 
present, the mineral production industry has become an important foundational 
production industry in China's economic construction. 


Before 1949, China only had estimated reserves for 18 kinds of mineral 
products. Today, altogether more than 150 kinds of minerals have been 
prospected and discovered. Of these, 137 have had their reserves proven, and 
the reserves of coal, iron, magnesium, tin, and 25 other kinds of mineral 
products are at the forefront in the world. In 1985, the output of mineral 
ore was 1.5 billion tons, of which coal output was 850 million tons and oil 
output was 125 million tons. The mineral production industries basically 
satisfy the needs for domestic economic construction, and there are surpluses 
of most of them, which can be exported. Last year, the export of mineral 
products generated 21 percent of the total amount of foreign exchange from 
foreign trade. 


Achievements in Mineral Prospecting 


In the past 5 years, geology and mineral resources departments have discovered 
and proven a large group of new areas of minerals and have preliminarily 
verified more than 1,000 production areas which have industrial mining value. 
Of these, it is calculated that about 506 percent of these production areas 
have long-range sizes which could reach medium sizes and larger. The mineral 
types and varieties in these production areas are rather complete, involving 
more than 90 minera) types. Of these, backbreaking progress has been made in 
gold, silver, aluminum, tin, and coal as well as in several nonmetallic 
minerals. In Shanxi, Inner Mongolia, Xinjiang and nine other provinces and 
autonomous regions, a group of large and medium-sized coal fields have been 
found; in Guangdong, Shandong, Guizhou, Liaoning, Shaanxi, Jiangxi, and other 


90 





provinces, a group of large and medium-sized gold mines have been found; in 
Yunan, Hunan, Jian3xi, and other provinces, a group of large and medium-sized 
tin mines have been found; in Shanxi, Henan, Guangxi, Guizhou, and other 
provinces and regions, a group of large and medium-sized bauxite mines have 
been found; in Xinjiang, several large copper and nickel mines have been 
found; aside from these, nearly 190 beds of pyrite, phosphoru: ore, barite, 
fluorite, graphite, kaolin, wollastonite, meerschaum clay mineral, and other 
nonmetallic minerals were also found. 


The past 5 years have been the most notable period for geological achievements 
in finding minerdls since the founding of the country. The major indication 
is that a group of new prospective mineralized zones have been determined. 
General geology and mineral resouce survey personnel, on the basis of 
originally mineralized zones, have comprehensively used all kinds of new 
technology, new methods, and new mineralization theories and have also further 
verified more than 30 new prospective mineralized zones, such as the 
mineralized belts of the tin mines in western Yunan, the mineralized areas of 
the copper and nickle mines in Xinjiang, the mineralized belts of the gold 
mines on Hainan Island, the mineralized areas of the meerschaum clay mineral 
of Hunan and Jiangxi, as well as the mineralized areas of the Aotubang [0425 
0424 2761} mineral of Jiangsu and Anhui. In these new prospective mineral ized 
areas, a group of medium-sized and larger mineral beds have been proven at the 
present and the prospective resources are very good. For the Seventh 5-Year 
Plan, they provide an ample reserve base for the prospecting of mineral 
products. 


During the Sixth 5-Year Plan, it is calculated that proven reserves for 115 
kinds of minerals were increased. Of these, the proven reserves for 
manganese, lead-zinc, bauxite, and 38 other minerals increased by a margin of 
20 percent tu several tens of times when compared with those at the end of 
1980. Swelled and moist sodium clays, ceramicite shales, ceramic illite, 
rubies and sapphires, and other mineral types have filled in the gaps in 
domestic reserves. Of these several minerals, wollastonite, meerschaum clays, 
Aotulbang [0425 0424 2761] clays, amd cyanite-type minerals hive already become 
the new dominating minerals in China. Of these, there is a possibility that 
wollastonite and meerschaum clays will develop into a dominate resource in the 
world. 


In these past five years, geology and mineral production departments have 
submitted 594 large and medium-sized geological prospecting reports for each 
type of solid mineral. Of these mineral prospecting reports which were 
submitted, several are the largest mineral depositr in the country at present, 
such as the lead-zinc deposits at Lanping and Jinding in Yunnan, the copper 
deposits at Yulong in Tibet, the chromium and iron deposits at Lucbusha in 
Tibet, the barite deposits in Xinhuang in Hunan, and the kaolin clay deposits 
in Wu County in Jiangsu, and so on. It has been verified that the Xinhu: 
Hunan-Tianzhu, Guizhou barite deposits and the vermiculite ore at Yuli in 
Xinjiang are excellent deposits of the largest size in the world. 


New Headway Made in Finding Minerals This Year 











The more than 1,000 prospecting projects planned and scheduled for 1986 have 
all been carried out. According to the statistics for the first half of the 
year, more than 50 mineral production areas were newly discovered, and more 
than 100 mineral zones had the size of their deposits enlarged. Of these 
newly discovered mineral production areas and mineral types, there is gold ore 
in Henan, Hebei, Hunan, Anhui, and Guangdong, antimony ore, mirabilite, talc, 
and kaolin clay mineral in Hunan, and silver ore and fluorite in Jilin. As for 
the prospecting zones in which great headway was made, there was the gold ore 
in Henan, Shandong, Guangdong, Liaoning, Hebei, Sichuan, and other areas, the 
iron ore of Hebei and Anhui, the coal of Anhui and Jilin, the lead-zinc ore of 
Hebei, Inner Mongolia, Liaoning, Jiangsu, Yunnan, the copper ore, pyrite and 
wollastonite of Anhui, the copper and nickle ores and vermiculite of Xinjiang, 
the bauxite of Shanxi, the zinc and tin ores of Guangxi, phosphorus ore in 
Hubei, and the diatomite of Jilin. So far, the plan to have reserves of coal, 
pyrite, lime for cement, kaolin clay, wollastonite, talc and other mineral 
types has already been fulfilled or overfulfilled. This year, it is predicted 
that there may be new or increased partial reserves for more than 20 mineral 
types, such as bauxite, tungsten, molybdenum, and antimony, and so on. 


This year, whil2 guaranteeing the needs of the country's construction, the 
geological and minera’. resources departments vigorously developed their 
prospecting work to serve impoverished regions and enrich them, and they made 
sure that helping the people in the impoverished regions to cast off poverty 
and get rich was an importan’ item of work to be carried out. More than 400 
projects, involving 52 types: f minerals, have been arranged this year. 


This whole arrangement by the geological and mineral resources departments has 
been profoundly welcomed by the impoverished regions. Due to the preferential] 
guarantees of personnel, finances, and materials, results are now being seen. 
For example, of the nine townships in the Ruidian region of Tengchong County 
in Yunnan, seven of them have mined tin ore [with information] provided by the 
geological teams. The output value for the whole region is double that in 
1980, the standard of living has increased greatly, and more than 60 
households have become "10,000-yuan households". As for Hexi Township, which 
for the past several tens of years has eaten its own grain sold back by the 
State, 6 of the 252 households in the whole township are "10,000-yuan 
households", 63 are "1,000-yuan households" and 21 households with material 
difficulties have shaken off poverty and have begun getting richer. 
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HONG KONG 


NEW LOOK IN HONG KONG'S INDUSTRIAL INVESTMENT 


Hong Kong CHING-CHI TAO-PAO [ECONOMIC REPORTER] in Chinese No 43, 27 Oct 86 pp 
4-6 


(Article: New Circumstances and New Features of Hong Kong Industrial 
Investment During the Past Several Years") 


[Text] Hong Kong has an economic structure that is guided by exports in which 
the waxing and waning of the export trade has always played a decisive role in 
industrial development. As a result of fluctuations in western industrial 
countries in recent years, exports of Hong Kong products have ebbed and 
flowed. This, plus the puzzlement about Hong Kong's future has slowed 
industrial investment. From 1981 through 1985, investment in fixed assets for 
plant, machinery, and equipment in the private sector has averaged a real 
increase of only 0.8 percent annually, far lower than the jai average 15.5- 
percent growth from 1976 through 1980. Only during 1: id the situation 
improve. At the same time some new changes also took place in the makeup of 
industrial investment during the past several years. 


I. Local Firms Stress Investment on a Small Scale That Returns Capital 
Quickly 


In terms of numbers, Hong Kong's irdustrial plants have increased during the 
past several years. During the 4-year period from the third quarter of 1981 
through the third quarter of 1985, the total number of industrial plants 
increased from 46,729 to 48,065 in a 2.8-percent increase and an average 
increase of 334 plants per year. 


However, the tendency for firms to stress investment in medium and small 
plants has been extremely evident. During the period, the number of plants 
with fewer than 50 workers increased from 43,033 to 44,627 for an average 
annual increase of 398 plants. However, the number of plants employing more 
than 50 workers declined from 3,696 to 3,438, an average decline of 64.5 
plants per year. Generally speaking, the average number of workers in Hong 
Kong's more than 40,000 industrial plants has declined from 19.35 in the third 
quarter of 1981 to 17.6 in the third quarter of 1985. Not only have imports 
of industrial equipment been ]ower in recent years than during the early 
1980's, but the importation situation is very tentative with equipment 
replacement being by no means widespread. During the first half of 1985, in 
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particular, when a slump in the overseas market economy and a sharp drop in 
the volume of export trade resulted in a slackening of industrial production 
and marketing, the desire of firms to invest and reinvest sagged. Firms 
investment for the whole year in industrial machinery used in production 
amounted to only HK$3,945,000,000 in a 15-percent decline from 1984. This 
included a 20-percent drop in power-operated machinery, and there was a small 
increase of only 3 percent and 4 percent in textile machines and other 
machines. 


With the revival of exports in 1986, the amount of investment by firms in 
industrial machinery increased reaching HK$3,197,000,000 during the first / 
months, up 48 percent from 1965. This included rises of 41, 117, and 38 
percent, respectively, in power-operated machinery, textile machines, and 
Other machines. Short-term investment in manufacturing industries was most 
conspicuous in textile and clothing manufacturing industries and in the 
plastics industry. Increased purchases of shuttleless looms by the cotton 
textile industry during 1986 numbered 1,000 for an investment totaling HK$150 
Million. These machines were imported mostly from Japan, Taiwan Province, and 
Italy. The Nanfeng Consolidated Textile Co's cotton textile plants made 
purchases of new equipment totaling nearly HK$110 million as of the end of 
March 1986 in a sharp 13-fold increase over the same kind of investment during 
1985. Sales abroad of Hong Kong manufactured readymade clotning during tne 
year were satisfactory and firms consequently increased investment. RHecently, 
some textile firms have purchased looms, computerized knitting machines, and 
other machines’ used in production. At the same time, they have also been 
happy to invest in new technological equipment. Some garment plants purchased 
special-purpose garment machines. 4s a result of export quotas, firms tried 
to develop high-priced goods, some garment manufacturing firms even investing 
in some expensive production equipment, such as computerized cutting “ables. 
Investment by the plastics manufacturing industry also saw new advances. The 
industry's investment in the purcnase of new models of machinery and equipment 
increased substantially during tne year. Firms in the industry have reported 
that the need of both foreign markets and locai industries concerned for 
plastic manufactures or plastic processing and production has improved. In 
order to meet the increase in orders and the high requirements of buyers for 
hign quality in quite a few plastic manufactures, plastics firms have hurried 
to buy advanced machinery. The plastics industry has invested approximately 
HK$100 million during the past several months in an expansion of facilities. 
Stimulated by a steadv stream of orders pouring .n from abroad and steady 
increase in exports by the electronics industry, firms in industries other 
than the foregoing ones have also invested fairly actively in production 
equipment. Ome example was the Medville Co, Ltd, which, seeing a potential in 
the basic electronics product market, invested more than HK$14 million in the 
purchase of new equipment for use in producing more advanced basic electronic 
products after it had purchased one of Hong Kong's major circuit board 
manufacturing plants, the Orient Circuit Board Co, Ltd. Recently, yet another 
large electronics plant also invested several tens of million Hong Kong 
dollars in the purchase of new machines. 


In recent years, some firms have adopted a wait-and-see attitude toward 
investment in plant; a marked slowing has taken place in the pace of 
investment as cconpared with the early 1980's. In 1983 and 1984 the amount of 
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floor space purchased was 720,000 and 850,000 square meters respectively 
versus 1 million square meters in 1980, a drop of 28 and 15 percent, 
respectively. The situation was even poorer in 1965 when the amount of floor 
Space purchased was only 390,000 square meters, a 61-percent decline from 
1980. Between the fourth quarter of 1985 and the first quarter of 1986, an 
increase in orders received by industry brought about a limited amount of 
investment by firms. Though not yet generally the case in owned plants, in 
leased plants there has been an increase in investment for production and for 
raw and processed materials; thus a decline in the vacancy rate for industrial 
bulidings is somewhat apparent. Recently, there has been a tendency for 
developers to sell buildings they have built and ¢ Market response has been 
eithusiastic for some time. However, generally s, z-aking, firms’ demand for 
industrial buildings remains uneven. Except for individual industrial 
buildings, sales of most industrial buildings remain very slow. During the 
first half of 1986 rental and sale prices for industrial buildings in 
traditional industrial areas having rather good roads rose about 10 percent; 
conversely in other areas with a large number of industrial buildings, rental 
and sa‘ec prices declined. In terms of size of enterprise, the occupancy rate 
for medium and small industrial buildings is fairly high; in terms of type of 
enterprise, the need for industrial buildings of toy industries and hardware 
industries is relatively small in comparison with tnat of textile and knitting 
industries, which have a relatively large need. 


As a result of sluggish investment in equipment and plant, businesses’ needs 
for bank credit have been very much out of step with local advances in 
offering loans. As of the end of 1985, Hong Kong bank loans to manufacturing 
industries amounted to less than HK$20 billion, or approximately 8 percent of 
local ioans. The situation changed for the better during 1986 in light of the 
upsurge in exports. As of the end of July, banks and companies receiving 
Savings had provided HK$22,292,000,000 in loans tw manufacturing industries in 
a 13-percent increase over the end of 1985. Banking industry loans to the 
textile industry during July amounted to HK$3,685,000,000. There was also a 
rather marked increase in the printing and publishing industry's need for 
credit. As of the end of July, this industry had obtained HK$951 million in 
Dank loans in a 35.6-percent annual increase. Other industries in which the 
veed for credit has increased include the food manufacturing industry, 
hardware, and machinery projects. Industries in which the need for credit is 
contracting are shoes and clothing, plastics and chemical industries, and 
electronics and electrical appliances. 


Recently, bank industrial loans have increased and competition within the 
industry has been fairly stiff, each bank coming out with various kinds of 
loan plans directed primarily at medium and small firms and providing firms 
With readily available short-term circulating funds. This shows that 
manufacturing industries have an increased need for short-term loans. 


ll. Foreign Traders Investment in Hong Kong Industry Continues Strong 


Neither the issue of Hong Kong's future nor the slowing of the economies of 
Western countries in recent years has seriously affected investment by foreign 
traders in Hong Kong industry. New investment by foreign traders in Hong Kong 
during the past 3 years has been in 35 different industries and total 

















investment has been HK$338 million. As of the end of 1985, the cumulative 
investment of foreign traders in Hong Kong reached HK$11.83 billion, up 3.2 
percent from 1984. 


Foreign investment in plants established in Hong Kong has come from 36 
countries and regions. As of the end of 1985, Hong Kong had a total of 495 
foreign-capitalized plants. The United States has long held first position in 
total amount invested, with Japan and the United Kingdom holding second and 
third place, respectively. As of the end of 1985, Hong Kong had 142 American- 
capitalized industrial plants with an investment totaling approximately HK$6. 3 
billion or 53.4 percent of total foreign capital investment. There were 126 
Japanese industrial plants with an investment totaling HK$2.5 billion, or 21 
percent of the total. British induscrial plants numbered 52 with an 
investment totaling HK$800 million or 6.7 percent of the total. Investments by 
other countries and regions in order of precedence came from the Netherlands, 
the Philippines, Switzerland, Singapore, Australia, Denmark, and West Germany 
(Foreign investment in Hong Kong from all sources amounting to 10 percent of 
total industrial investment.) 


Sources of Foreign Funds Invested in Hong Kong Manufacturing Industries 


Source of Million 1985 Percent Percent 
Funds HK Dollars (Percent) Increase Increase 
1985 vs 1984 vs 

1984 1983 

United States 6,314 (53.4) 2.6 70 

Japan 2,496 (21.1) 3.0 5.1 
United Kingdom 796 ( 6.7) 0.002 75.6 
Netherlands 381 ( 3.2) 17.0 70.9 
Philippines Is. 303 ( 2.6) 1.6 473.5 
Switzerland 298 ( 2.5) 5.7 7.5 
Singapore 253 ( 2.1) 7.1 76.6 
Australia 191 ( 1.6) 1.6 16.7 
Denmark 162 ( 1.4) 1.9 -18.0 
West Germany 124 ( 1.0) 10.6 56.5 
Taiwan 101 ( 0.9) 0.004 4.7 
France 89 ( 0.8) 5.7 11.7 
Other 323 ( 2.7) 4.4 42.0 
Grand Total 11,830 (100 ) 3.2 46.0 


In terms of kind of industry, investment in the electronics industry holds 
first place. As of the end of 1985, there were 99 foreign-capitalized 
electronics plants in Hong Kong with an investment totaling HK$4.3 billion or 
36 percent of the total amount of foreign investment. Textile and clothing 
manufacturing plants held second place with 99 plants and an investment 
totaling HK$1.2 billion or 10.2 percent of the total. Third was electrical 
appliance plants totaling 39 with an investment of HK$900 million, or 7.7 
percent of the total. Investment in other industries in oraer of precedence 
was a follows: HK$870 million, or 7.4 percent of the total, invested in non- 
metallic products plants; HK$830 million, or 7 percent of the total, invested 
in food and beverage plants; and HK$800 million, or 6.8 percent of the total, 
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invested in chemical industry product plants. The total amount invested in the 
aforementioned six industries accounts for 75 percent of the total invested in 
manufacturing industries. Increase in foreign investment by different 
industries to build plants in Hong Kong has spurred diversification of Hong 
Kong industry. 


Ever since 1935, the march of Japanese investment into Hong Kong industry has 
been extraordinarily apparent. As of the end of March 1986, the number of 
Japanese firms who have invested in the building of plants in Hong Kong 
increased to 127 (67 of which operate with Taiwan capital) for a total 
investment of $380 million. For the 15-month period ending in May, nine 
Japanese capitalized companies either buiit plants for the first time or 
expanded production in Hong Kong. During May, the Japanese Yoshida Zipper 
Plant built a plant in Hong Kong and went into production. Kecently anotner 
several Japanese manufacturing plants have signed agreements with Hong Kong. 
These have included the Mita and Fuji Denki companies for the manufacture of 
mostly photo-offset machines and spare parts; Kyowa Industrial Co, producing 
mostly photo-offset machines and plastic spare parts; Yamasaki Co making 
mostly food products. Statistics show four new plants as having gone into 
production during the first 9 months of 1986, and another nine plants have 
implemented investment plants and are preparing to build plants and go into 
production. A Japanese investment survey group composed of 13 large export 
firms came to Hong Kong in August to survey the Hong Kong trade environment 
and to study the feasibility of investing. Their investment objectives may 
affect the machine manufacturing industry, the chentical products industry, tne 
paper products manufacturing industry, the video tape manufacturing indust’y, 
the kitchen utensils manufacturing industry, the handbag manufacturing 
industry, glass plants, etc. It is estimated that during 1965 or 1966 Japanese 
industrial investment in Hong Kong will reach HK$800 million. 


The various superior conditions existing in Hong Kong are attracting an 
increasing amount of investment by foreign traders. Accompanying the 
increasingly complex and the constantly increasing amount of foreign 
investment in Hong Kong has been an ever increasing contribution of foreign 
capital tnat promotes the development of Hong Kong industry. Foreign 
Capitalized enterprises bring in new science and technology, new crafts, and 
new products for Hong Kong's manufacturing industries, fiil voids in Hong 
Kong's industrial sector, strengthen Hong Kong's industrial foundation, and 
Stimulate the development of existing industries toward diversification and 
higher quality production. At the same time, foreign-capitalized enterprises 
play the role of fresh troops in Hong Keng's industry and also play a 
definite role in the development of Hong Kong's export trade. At the end of 
1985, export products from foreign-capitalized industrial plants accounted for 
18 percent of the total value of Hong Kong's exports. In addition, foreign 
enterprises also provided Hong Kong with some employment opportunities. As of 
the end of 1985, foreign industrial plants employed more tnan 90,000 workers 
or 11 percent of all of Hong Kong's industrial employees. 


Ill. Chinese Enterprises Take Active Part in Hong Kong Industrial Investment 


In recent years, mainland China enterprises have also actively invested in 
Hong Kong industry. Today more than 30 Chinese enterprises have built plants 











in Hong Kong and have invested a total of more than HK$! billion. During the 
first half of 1986, another four plants registered, two of which have formally 
gone into production. The percentage of mainland China funds invested in Hong 
Kong industry is increasing steadily. Investment has been in various 
industries as, for example, industrial projects run by the China Resources 
Group, which extend to the electronics industry, the can manufacturing 
industry, the dyeing industry, the leather industry, and the jewelry industry. 
Investment has been in the Huake Electronics Co, Ltd, Meita Container Co (Hong 
Kong) Ltd, Ila Can Manufacturing Plant, purchase of the Chaohui Dyei»7 Plant 
Ltd, establishment of Ching-I (Hong Kong) Leather Plant and Chung-Yi Jewelry 
Co, Ltd, as well as the opening of more than 10 plants for the manufacture of 
clothing, toys, hardware, paper boxes, decorations, and for the chemical heat 
treatment of iron and steel. Recently production of color television 
kinescopes was begun in a plant built in Hong Kong in cooperation with the 
Chinese Ministry of Electronics Industry. China Merchants Steam Navigation Co, 
Ltd put up HK$170 million for the purchase of all shares of the Europe and 
Asia Shipyard. The China Resources Group operates nine plants in Hong Kong 
producing various products including electronics, toys, paper boxes, and 
metal manufactures. Yuehsiu Enterprises Ltd and three organizations in 
Guangzhou formed a joint venture for the purchase of the Hong Kong Mingta 
Battery plant, the name of which was changed to Kaoli Battery Enterprises Ltd. 
China Interrational Trust (Hong Kong) Ltd set up a plant to produce integrated 
circuits and other electronic products. Hong Kong agencies of Sichuan and 
Jiangxi provinces and Beijing Municipality also made separate industrial 
investments. China's active participation in Hong Kong industrial investment 
not only benefits Chinese enterprises through more intensive use of Hong 
Kong's various facilities, management experience, technical personnel, and 
understanding of international market information, but also holds far-reaching 
significance for the strengthening of industrial cooperation in Hong Kong, for 
complementing mutual deficiencies and for joint development. 


The outlook for the next several years is for industrial investment in Hong 
Kong that will be even better than that of the past several years. This is 
because having gone through the low ebb of recent years, an increase in 
factors favoring investment in Hong Kong industry are already apparent. First, 
with the new rise in exports during 1986, industrial investment has begun to 
increase. Though the British government in Hong Kong forecasts a _ 1-percent 
increase during 1986 in investment in private plant buildings, machinery, and 
equipment, when the nonindustrial equipment portion is stripped away, the 
increase in industrial equipment is substantial. If the Western economy can 
remain steady, growth of industrial investment will likely continue. Second, 
in 1986 Hong Kong became a signatory to the International General Agreement on 
Tariffs and Trade, and it concluded both the “Hong Kong-United States 
Textiles Agreement" and the "Multifiber Agreement." If Western importing 
countries strictly abide by these agreements, Hong Kong's exports will likely 
continue to increase over the next several years. Third has been an increase 
in Hong Kong industrial activity by foreign countries and China. This plays a 
very great role in advancing Hong Kong's future relations with China and 


countries abroad, for bolstering the export of Hong Kong products and for 
giving impetus to an increase in industrial investment. 
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HONG KONG 


HONG KONG'S CHANGING STATUS AS WORLD FINANCIAL CENTER 
Hong Kong CHING-CHI TAO-PAO in Chinese No 43, 27 Oct 86 pp 7-8 


[Article by He Xinji [0149 3512 1015]: "Changes in Hong Kong as a Financial 
Center" 


(Text ] Hong Kong has long been renowned as the world's third monetary center 
and it occupies an extremely important position as an Asian financial market. 
A financial center is actually the equivalent of an international banking 
zone that provides financial exchange services between fund-shortage and fund- 
surplus areas. Hong Kong's function is 10 exception. This article analyzes the 
recent outflow of funds from Hong Kong financial institutions. 


I. Financial Relations With Various Areas of the World 


Table 1 presents the net credit rights of various regions of the world vis-a- 
vis Hong Kong financial institutions (including banks and companies accepting 
Savings), which may be capsulized as follows: 


(a) The Asia and Pacific Region. The Asia and Pacific region has consistently 
been a net “ebtor to Hong Kong, and this net debt increased from $5.7 billion 
in 1979 to $12.1 billion in 1985. 


(b) Africa. Africa has consistently been a net debtor to Hong Kong and this 
net indebtedness has been kept at a steady level with no great fluctuations. 
It has been consistently maintained at slightly less than $2 billion. 


(c) North America. From 1979 through 1984, North America had consistently been 
a creditor area for Hong Kong. In 1983 and 1984, the net credit reached 
approximately $2 billion. However, in 1985, the net credit made a 180-degree 
turn with North America becoming a net debtor area, the amount of the net 
indebtedness reaching approximately $300 million. In 1986, North America 
regained its net creditor position; however, the amount of net credit reached 
only approximately $400 million, lower than the 1982 level. 


(d) Latin America. Latin American has always been a net debtor area for Hong 
Kong, and the amount of indebtedness has remained consistent. 
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\€) Tne Caribbean Region. This region has consistently been a debtor region 
for Hong Kong, and in recent years the indebtedness has grown by leaps and 
bounds to reach more than $4 billion. 


(f) Tne Near East Region. Tnis region has always been a creditor region for 
Hong Kong, its credit rights reaching more than $1.8 billion in 1985. 


(3) Tne Western European Region. This region has always been a creditor 
region for Hong Kong; however, the amount of its credit nas fluctuated greatly 
in recent years. From 1980 through 1982, the amount of its net credit 
remained at between approximately $4.5 billion and $5 billion; however, during 
1983 and 1984, the amount of net credit declined to between $1.5 billion and 
$1.8 billion. In 1985, it declined further to somewhat more than $300 million 
for an all-time low. However, by mid-1986 the net credit figure had climbed 
back to $5.7 billion. 


(n) Eastern Europe. This region has always been a debtor region for Hong Kong, 
the amount of its indebtedness holding at around the $2 billion to slightly 
more than $3 billion figure. 


(i) Total Figure. Table 1 siuows Hong Kong as a creditor area for the various 
regions of the world. The amount of the net credit declined from $3.9 billion 
in 1979 to $1 billion in 1981; however, it has consistently increased since 
1982 from $4.1 billion to $20.3 billion. 


Il. Changes in the Flow of Funds 


lnere are several outstanding features of the net indebtedness and net credit 
figures provided above tnat may be raised for discuss'on as follows: 


First, up until the end of 1984, North America, Western Europe, and tne Middle 
East maintained their creditor positions, while the Asia and Pacific Region, 
Africa, Latin America, the Caribbean Region, and Eastern Europe maintained 
their debtor positions. This reflected Hong Kong's role in solving the problem 
of fund shortages and fund surpluses for these two regions. 


Second, quite a few changes took place in financial relations between Hong 
Kong and both North America and Western Europe. North America became a net 
debtor region, and the net creditor position of Western Europe also shrank to 
the lowest point in recent years. The change in these fund exchange 
relationships reflected America's huge trade deficits. Calculations made by 
the International Monetary Fund showed a slight deficit for the United States 
as early as 1982. By 1983, the deficit had climbed to $69 billion and in 1984, 
t surpassed more tnan $12? billion. In 1985, it reached a peak of more than 
$148 billion. Consequently, net assets of American banks for all areas of the 
world showed a negative value as early as 1984, and by 1985 that negative net 
asset value became even higher at a tremendous $31.5 billion. The change in 
the exchange of funds between Hong Kong and the United States was actually a 
reflection of the imbalance between America's receipts and expenditures. In 
1956, it was believed that the imbalance between America's receipts and 
expenditures would improve slightly (both the International Monetary Fund and 
tne Bank of England made the same forecast); consequently, it was. believed 
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Table 1. Net Credit Position of Various World Countries vis-a-vis Hong Kong 











$1 million 
1979 1980 198) 1982 1983 1984 1985 ios6hJuly 
Asia & Pacific Region —s, 740.5 —5, 10.2 —1, 946.0 —6, 353.3 —8.269.1 —11.141.0 32,121." — 20. 779.0 
Africa — 1,690.9 —1,929.0 — 1,958.3 —1,752.1 —1, 607.4 —1,828.5 — 1,851.0 —1,717.0 
orth America 148.2 242.6 44.3 1,851.1 2, 206.2 2,085. 5 — 323.0 429.0 
atin America — 630.0 — 804.7 —1,139.0 —1,110.8 —1, 169.9 —1, 148.4 —1, 108.0 — 1,023.0 
aribbean Region —197.8 260. 5 —1,841.1 —1, 458.3 —1, 103.5 —3, 169.0 — 4,330.0 ~4, 282.0 
iddle East 731.7 804.9 938. 0 570. J 519.1 1101.2 1, 887.0 1. 806. 0 
estern Europe 2,893.5 5. 008. 6 5, 268.7 4.542. 6 1, 837.9 1,557.8 317.0 5. 697.0 
astern Europe —191.3 ~—233.1 —2k2. | —340. 1 — 306.4 — 268.5 —245.0 — 253.0 
ther —40.1 —122.2 ~AG.4 —42.4 59.2 — 38.7 ~93.0 133.0 
otal —3. 871.4 ~- |,.903.5 — 959. | -4, 103.3 — 7,952.1 — 12, 839.7 — 17, 867.0 — 20, 2550 
Source of Data: Hong Kong Statistics Montniy 
ote: (10) Represents net credit region. (1) Represents net debit region. 
Table 2. Overseas Assets Indebtedness of American Banks 
$1 million 
Assets Indebtedness Net Assets 
198) 251. 589 243. 889 7.700 
1982 355, 705 307, 056 48, 640 
1983 391.312 369, 607 21, 705 
1984 400, 162 407, 306 —~7.144 
1985 403,209 434,671 — 31. 462 
Bource of Data: Federal Reserve Bulletin, various issues 
Table 3. China's Credit Position Vis-a-vis Hong Kong 
_ -1. 186 $1 Million 
1960 —1,297 
198) ~ 346 
1982 &37 
1983 1,178 
1984 1, 365 
1985 — 1,099 


pburce of Data: Hong Kong Statistics Monthly 
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that tne flow of funds to the United States (or North America) would moderate. 
Tne 1980 figures did, in fact, show this trend. 


Third, ever since 1979 (1979 was the first year in which the figures for the 
financial system's foreign asset indebtedness were published), world net 
assets vis-a-vis Hong Kong have been a negative value reflecting Hong Kong's 
position as a creditor to all parts of the world in an overall sense. This net 
creditor situation has grown with amazing speed since 1982. By 1986, it 
reached a staggering $20.3 biliion, or 18 percent of the total amount of 
foreign assets and 22 percent of total foreign indebtedness, showing that Hong 
Kong had also become a supplier of funds in the internal banking industry and 
that it was not purely an offshore banking center. 


Ifl. Financial Relationship With China 


Table 3 shows the financial relationship of China to Hong Kong. Prior to 1981 
China had been a net debtor to Hong Kong; however, its net indebtedness had 
fallen to around $300 million by 1981. By 1982, it had become a net creditor 
and this net credit position grew steadily from more than $800 million in 1982 
to $1.4 billion in 1984. However, by 1985, China returned to its pre-1982 
Situation becoming a net debtor. 


The change in the financial exchange relationship between Hong Kong and China 
was related to the economic situation inside China. Table 4 shows a re- 
decline of China’s foreign exchange reserves from their $14.4 billion peak in 
1984 to $11.9 billion in 1985, and they will probably go even lower in 1986. 
Consequently, for China to bend every effor* to lower assets vis-a-vis Hong 
Kong and to increase indebtedness toward Hong Kong seems an unavoidable trend. 
Indeed, a similar shift is taking place in China's relationship with Western 
banks. In 1985, a curtailment occurred in Chinats credit position with 
Western banks and its indebtedness increased greatly (Table 5), with the 
result that China's net assets in Western banks shrank to approximately $3 
billion. By the first quarter of 1986, China's net assets continued to decline 
to $1.6 billion. 


IV. Concluding Remarks 


The foregoing analysis shows Western Europe and the Middle East as likely to 
continue to be sources of funds for Hong Kong; however, it seems that th. 
United States will tend to absorb funds from Hong Kong. Once America's trade 
deficits improve, there may be a clearer answer to this conjecture. 


The Asia and Pacific Region ic a faithful customer of Hong Kong, and China's 
shift to a position as a debtor to Hong Kong beginning in 1985 was noteworthy. 
Certainly Hong Kong is an ideal place for China to obtain external loans; 
however, Hong Kong's longs suit is its medium- and short-term funds market and 
its banking group loan market, but Hong Kong is not a mature debenture bond 
market. In retrospect, the way in whict China raises funds has begun to 
become more diversified. A look at the first half of 1986 shows that $722 
million of $2,062,000,0090 was raised through debenture bonds. The Japan 
market seems to be superior to Hong Kong for this purpose. It must be realized 
that in international financial markets, the tide has crested for banking 
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Table 4. Changes in China's Assets 


1979 
1980 
198] 
1982 
1983 
1984 
1985 


Source of Data: 


1979 
1URO 
198] 
1982 
1983 
1984 
19S 


Position and Indebtedness to Western 
Countries 


$1 Million 
Change 


Assets Indebtedness Net Assets 


251 1, 204 537 
-134 loo M3 
2.31 -429 2? 983 
2, 947 “575 6,690 
1, 325 412 5, G3 
97) 1.325 12.703 
~5, 269 3. 153 o HK) 


Int7-rnational Banking Developments BIS. various issues 


Table 5. China's Foreign Exchange Reserves 


$1 Million 

Total Change 
2.154 108 

"2 2.51) 
1,772 §. 352 
11,125 3.217 
14,342 78 
14, 420 “2,503 
11,913 


Source of Data: "Chinese Statistics Annual and China Finance" 
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group loans. 
bills markets. 


markets and in various financial centers. 
long-term market will, 
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Taking their place is a series of medium-, long- and short-term 
It seems Hong Kong can compete only in medium- and short-term 
For Hong Kong to make a mark in the 


I believe, require quite a lot of effort. 
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